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EXECUTIVE  SUMMARY 


This  report  has  been  prepared  pursuant  to  Section  2355  of  Public 
Law  98-369,  the  Deficit  Reduction  Act  of  1984.   Section  2355 
mandated  the  Secretary  of  Health  and  Human  Services  to  approve, 
with  appropriate  terms  and  conditions,  applications  or  protocols 
submitted   to  waive  certain  requirements  of  Titles  XVIII  and  XIX 
of  the  Social  Security  Act  so  as  to  demonstrate  the  concept  of  a 
social  health  maintenance  organization  (S/HMO).   Furthermore, 
Congress  mandated  that  these  demonstrations  occur  with 
organizations  described  in  Health  Care  Financing  Administration 
Project  No.  18-P-970604/1  by  the  University  Health  Policy 
Consortium,  Brandeis  University.   These  organizations  are: 

•  Kaiser   Permanente  -  Northwest  Region  (KP), 
Med Icare  P I  us  II,  Portland,  Oregon 

•  Metropolitan  Jewish  Geriatric  Center,  E Iderp Ian, 
Brooklyn,  New  York 

•  Ebenezer  Society-Group  Health,  Inc.,  Seniors  Plus, 
Minneapolis,  Minnesota 

•  Senior  Care  Action  Network,  SCAN  Health  Plan  (SHP), 
Long  Beach,  California. 

The  statutory  language  states  four  salient  features  of  the 
S/HMO  model : 

•  "...provides  for  the  integration  of  health  and  social 
services  under  the  direct  financial  management  of  a  provider 
of  serv I ces . " 

•  "...all  Medicare  services  will  be  provided  by  or  under 
arrangements  made  by  the  organization  at  a  fixed  annual 
capitation  rate  for  Medicare  of  100  percent  of  the  adjusted 
average  per  capita  cost  [AAPCC]." 

•  "...Medicaid  services  will  be  provided  at  a  rate  approved  by 
the  Secretary . " 

•  "...all  payors  will  share  risk  for  no  more  than  2  years  [the 
first  30  months  of  the  demonstration],   with  the 
organization  being  at  full  risk  in  the  third  year  [the 

last  12  months  of  the  demonstration]."  This  provision 
has  been  amended  by  section  4018  of  the  Omnibus  Budget 
Reconciliation  Act  of  1987. 
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Federal  interest  in  the  S/HMO  concept  grew  out  of  three  issues 
affecting  delivery  of  health  and  long-term  care  services  to  older 
persons  (Leutz,  et  al.,1985): 

•  The  growth  of  risk-based,  managed  care  Medicare 
alternatives  (i.e.,  health  maintenance  organizations 
and  competitive  medical  plans)  that  encourage  health 
care  providers  to  work  together  efficiently. 

•  The  absence  of  appropriate  insurance  mechanisms  for  chronic 
care  services  (i.e.,  the  need  for  the  development  of  long- 
term  care  insurance  options). 

•  The  under-deve lopment  of  home  and  community-based  chronic 
care  services,  and  the  fragmented  arrangements  for 
managing  the  care  of  f unct I ona I  I y- impa i red  older 
persons  across  the  full  range  of  acute  and  long-term 
care  services. 

The  S/HMO  model  offers  aged  Medicare  beneficiaries  a  prepaid 
health  care  alternative  to  standard  f ee-for-serv Ice  Medicare 
coverage  and  extends  the  typical  benefit  package  offered  by 
Medicare  risk-based  HMO  and  CMP  contractors  to  include  home  and 
community-based  and  institutional  chronic  care  services. 

Promotion  of  the  S/HMO  concept  through  changes  In  Medicare 
eligibility,  reimbursement,  or  coverage  policies,  associated 
especially  with  risk-based  contracting  with  HMOs  and  CMPS  under 
the  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982  (TEFRA) 
requires  knowledge  about  the  model's  operational  feasibility  and 
cost-effectiveness.   To  this  end,  Congress  also  specified  that 
HCFA  sponsor  an  evaluation  of  the  S/HMO  demonstrations.   HCFA's 
Office  of  Demonstrations  and  Evaluations  contracted  with  the 
Institute  for  Health  and  Aging,  University  of  California,  San 
Francisco  to  conduct  this  evaluation  on  September  17,  1985.   The 
period  of  performance  for  this  evaluation  is  50  months. 

Section  2355  directs  HCFA  to  forward  the  eva I uator ' s  findings  to 
Congress  no  later  than  42  months  after  the  enactment  of  P.L.   98- 
369  or  January  1988.   Since  one  of  the  four  demonstrations  began 
operations  January  1,  1985  and  the  other  three  sites,  March  1, 
1985,  this  report  examines  the  S/HMO  concept  during  the  first  30 
months  of  the  demonstration. 

During  this  30-month  period,  HCFA  and  States  consented  to  share 
financial  risk  with  the  four  sites.  For  three  of  the  sites  (I.e., 
Seniors  Plus,  Elderplan,  and  SHP),  risk-sharing  included 
expenditures  for  standard  Medicare  Part  A  and  Part  B  acute  care- 
related  services,  and  the  unique  S/HMO  chronic  care  benefit 
package.   Risk-sharing  with  Kaiser  Portland's  Medicare  Plus  II 
related  only  to  chronic  care  services  and  the  State  did  not 
part Ic I  pate. 
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This  interim  report  does  not  provide  insights  into  the 
performance  of  these  demonstrations  in  the  absence  of  risk- 
sharing.  For  this  reason,  HCFA  cannot  recommend  specific  changes 
in  the  Medicare  program  that  could  facilitate  the  growth  of  the 
S/HMO  concept.   All  four  of  the  demonstration  sites  are  now  at 
full  risk.   Section  4018  (b)  of  Public  Law  100-203,  the  Omnibus 
Budget  Reconciliation  Act  of  1987,  extended  the  demonstration 
until  September  30,  1992  and  required  a  final  report  by  March  31, 
1993. 

This  report  emphasizes  issues  related  to  the  S/HMO  concept's 
operational  feasibility,  rather  than  the  model's  cost- 
effectiveness  (e.g.,  what  would  the  acute  and  chronic  care  costs 
for  S/HMO  enrol  lees  have  been  if  these  persons  had  remained  In 
f ee-for-serv I ce  or  joined  a  competing  Medicare  HMO  risk- 
contractor  ?).  Health  care  utilization  data  are  still  being 
compiled  for  f ee-for-serv ice  functionally  Impaired  Medicare 
beneficiaries  who  serve  as  the  principal  comparison  group  to 
functionally  impaired  S/HMO  enrol  lees.  Thus,  this  report  does  not 
include  analyses  of  demonstration  effects  on  beneficiaries'  use 
of  acute  care  and  chronic  care  services  (i.e.,  to  estimate  what 
the  utilization  experience  of  impaired  S/HMO  enrol  lees  would  have 
been  in  the  absence  of  the  demonstration). 

This  report  presents  analyses  related  to  the  following  questions: 

•  To  what  extent  have  the  S/HMOs  been  successful  in 
consolidating   acute  health  care  and  chronic  care  services? 

•  What  has  been  the  impact  of  S/HMO  organization  and 
management  on  services  utilization  and  financial 
performance? 

•  How  effective  have  S/HMO  marketing  practices  been  in  the 
demonstration  sites  enrolling  a  broad  cross-section 

of  the  elderly  population,  including  Medicaid  eligible 
Medicare  beneficiaries  and  persons  "at  risk"  of 
institutionalization?  How  did  product  design,  competitive 
market  forces,  and  marketing  practices  affect  S/HMO 
enro I Iments? 

•  How  aware  were  Medicare  beneficiaries  of  the  S/HMO 

as  an  alternative  to  f ee-for-serv Ice  Medicare  coverage  and 
coverage  available  through  TEFRA  risk-based  prepaid  health 
plans  ?  How  did  beneficiaries  become  aware  of  the  S/HMO 
alternative?  Why  did   beneficiaries  choose  to  Join  a  S/HMO  ? 

•  What  were  the  effects  of  case  management  on  enrol  lees' 
eligibility  for  and  use  of  the  S/HMOs'  chronic  care 
benefits?  What  were  the  primary  roles  of  S/HMO  case 
managers?  Did   S/HMO  case  managers  perform  the  same 
tasks  across  the  four  demonstration  sites?  How  much  did 
S/HMO  case  management  cost? 


The  most  important  observations  in  this  report  are: 

•  From  an  organizing  and  management  perspective,  developing 
the  S/HMO  concept  in  the  context  of,  or  in  association 
with,  a  mature  health  maintenance  organization 
committed  to  serving  Medicare  beneficiaries  (e.g., 
TEFRA  HMOs  with  a  minimum  of   5000  aged  Medicare 
beneficiaries)  Is  less  costly  and  administratively  less 
complicated  than  having   long  term  care 

providers  (e.g.,  organizations  that  offer 
comprehensive  mu 1 1 i -  I  eve  I  residential  and  home  and 
community-based  long-term  care  services)  first  develop 
the   acute  care  services  infrastructure  necessary  to 
support    S/HMO  chronic  care  benefits.  However,  results 
of  the  yet-to-be  completed  cost-effectiveness  analysis 
may  modify  this  Interim  conclusion. 

•  For  mature  HMOs  that  already  have  a  TEFRA  HMO  or  CMP 
contract,  there  appear  to  be  two  principal  organizing 
questions:  (1)   how  to  simultaneously  market  more  than 
one  Medicare  prepaid  health  plan  and  (2)  how  to 
integrate  the  chronic  care  services  component  of  the 
S/HMO  concept  with  existing  acute  care  delivery 
systems.  In  its  marketing  approach,  KP  purposive  I y 
minimized  the  problem  of  Medicare  product  competition. 
Seniors  Plus  did  experience  enrollment  problems  that 
can  be  associated  with   its  sponsor,  Group  Health, 
Inc.,  dually  marketing  the  S/HMO  and  a  TEFRA  HMO.  With 

much  concerted  effort  on  the  part  of  S/HMO  staff, 
problems  in  services  integration  were  not  encountered. 

•  Long  term  care  organizations  interested  in  developing 
the  S/HMO  concept  need  to  fully  understand  the 
considerable  staff  and  financial  resources  and  prepaid 
acute  health  care  managerial  expertise  that  Is 
necessary  for  successful  S/HMO  start-up.   Based  on 
Elderplan's  and  SHP ' s  experience,  long  term  care 
providers  considering  initiating  a  S/HMC-type  venture 
should  anticipate  the  need  for  external  assistance  to 
share  the  financial  risks  and  management  challenges  of 
such  an  organizational  innovation. 

e    All  S/HMOs  were  able  to  contain  hospital  use  at  or  below 
their  own  budget  projections  and  at  levels  below  that 
provided  to  f ee-for-serv ice  Medicare  beneficiaries  In 
their  communities. 

•  All  the  S/HMOs  lost  substantially  more  money  than  they 
expected  to  lose  during  the  developmental  phase  of  this 
demonstration.  At  three  sites  (I.e.,  Elderplan,  SHP,  and 
Seniors  Plus),  financial  losses  were  primarily 
attributable  to  high  start-up  and  administrative  costs, 
coupled  with  much  lower  than  expected  enrollments 
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(i.e.,  considerably  less  revenue  than  projected).   At 
KP ' s  Medicare  Plus  II,  losses  were  related  to  providing 
Medicare  covered  services  and  not  to  providing  the 
S/HMO  chronic  care  services  benefits  where  a  surplus 
resu I  ted . 

As  designed  and  marketed,  the  S/HMOs,  with  the  exception  of 
KP ,  experienced  difficulties  in  competing  with 
available  prepaid  health  plan  Medicare  alternatives. 
Factors  negatively  affecting  the  S/HMOs'  competitive 
position  were   price,  limitations  in  advertising 
budgets,  difficulties  in  developing  marketing 
strategies  that  attempted  to  use  the  chronic  care 
services  component  of  the  S/HMO  benefit  package  to 
differentiate  the  product  from  high  option  TEFRA  HMO 
alternatives,  and  an  externally  imposed  capacity 
constraint  on  enrolling  nursing  home  certifiable 
persons  (i.e.,  the  Executive  Office  of  Management  and 
Budget  directed  HCFA  to  permit  only  5  percent  of  S/HMO 
enrol  lees  to  be  nursing  home  certifiable  at 
enro I Iment ) . 

With  the  exception  of  Elderplan,  the  demonstration  sites 
appear  to  have  enrolled  a  representative  cross-section  of 
Medicare  beneficiaries  as  evidenced  by  their  members' 
functional  Impairment  levels  compared  to  the  functional 
status  of  f ee-f or-serv Ice  beneficiaries  in  their  market 
areas.   The  percentage  of  severely,  and  especially, 
moderately  Impaired  persons  who  enrolled  in  three  of 
the  four  demonstrations  was  greater  than  or  equal  to  an 
estimated  distribution  of  functional  Impairment  among 
f ee-for-serv Ice  beneficiaries  in  Portland,  Long  Beach, 
and  the  Twin  Cities. 

Compared  to  persons  who  could  have  enrolled  in  the 
S/HMOs  but  decided  to  Join  TEFRA  competitors  instead, 
the  S/HMOs  appear  to  have  attracted  a  greater 
percentage  of  impaired  beneficiaries  than  their 
compet  i  t 1  on . 

This  finding  has  direct  Implications  for  how  the 
availability  of  chronic  care  services  affects  marketing  the 
S/HMO.  Since  the  S/HMOs  are  also  offering  expanded  services 
(e.g.,  prescription  drugs,  eyeglasses),  to  the  extent 
that  they  further  promote  the  unique  chronic  care 
benefits  package  as  a  means  of  differentiating 
themselves  from  TEFRA  HMO  competition,  they  risk 
Increasing  the  probability  of  attracting 
disproportionate  numbers  of  severely  or  moderately 
Impaired  Medicare  beneficiaries  (I.e.,  encourage 
adverse  selection). 
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Compared  to  TEFRA  HMO  enrol  lees  who  tended  to  Join 
prepaid  health  plans  based  on  financial  considerations, 
Medicare  beneficiaries  clearly  tended  to  join  the  S/HMO 
to  obtain  more  benefits. 

The  evaluation  has  no  direct  empirical  evidence  as  to 
whether  Medicare  beneficiaries  Joining  a  S/HMO 
primarily  because  of  additional  benefits  were 
especially  attracted  because  of  chronic  care  services 
availability  or  because  of  expanded  services  not 
covered  by  Medicare  or  available  HMO  alternatives 
(e.g.,  prescription  drugs).  However,  data  on  the 
likelihood  of  nursing  home  admission  and  use  of 
community-based  chronic  care  services  prior  to 
enrollment  and  the  likelihood  of  purchasing  long  term 
care  insurance  would  seem  to  indicate  that  the 
availability  of  the  chronic  care  services  component  of 
the  S/HMO   benefit  package  was  not  a  primary 
contributor  to  the  enrollment  decision. 

The  finding  that  an  estimated  49  to  62  percent  of  TEFRA 
HMO  enrol  lees  and  29  to  38  percent  of  fee-for-serv Ice 
Medicare  beneficiaries  surveyed  believed  they  had 
chronic  care  services  available  under  their  current 
coverage  is  evidence  of  possible  confusion  over  the 
coverage  limits  of  standard  Medicare  SNF  and  home 
hea I th  benef I ts . 

Given  differences  among  the  sites  In  the  selection  of 
eligibility  criteria  and  in  the  procedures  for 
conducting  health  and  functional  status  assessments, 
the  four  S/HMOs  vary  considerably  in  the  groups  of 
S/HMO  enrol  lees  that  have  been  permitted  access  to 
chronic  care  services. 

To  date,  It  appears  that  S/HMO  case  managers  have  been 
able  to  monitor  and  allocate  chronic  care  benefits  with 
considerable  success.   Few  functionally  impaired 
enrol  lees  using  chronic  care  services  have  exhausted 
these  benefits.   However,  further  analysis  is  needed  on 
the  relationship  between  the  use  of  chronic  care 
services  and  the  actual  clinical  needs  of  S/HMO 
enrol  lees  eligible  to  receive  these  services. 
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•    Level  of  expenditures  for  S/HMO  chronic  care  benefits  result 
from  a  complex  interaction  between  managing  acute  care 
utilization,  applying  assessment  criteria  for 
determining  enrol  lees'  eligibility  to  receive  chronic 
care  benefits,  negotiating  favorable  payment  rates  for 
institutional  and  in-home  chronic  care  services,  and 
balancing  the  use  of  Informal  caregivers  with  purchased 
serv  i  ces . 

In  summary,  the  experience  of  the  four  S/HMO  projects  to  date 
indicates  that  the  easiest  to  implement  test  of  the  S/HMO  concept 
would  occur  in  association  with  financially  viable,  mature  HMOs 
or  CMPs  that  have  demonstrated  a  commitment  to  serve  the  Medicare 
population  through  sustained  growth  of  Medicare  enrol  lees.  A 
financially  viable  prepaid  health  plan  appears  to  be  a  necessary 
condition  for  successfully  implementing  the  S/HMO  concept. 
Testing  the  integration  of  the  chronic  care  services  component  of 
the  S/HMO  model  in  such  an  organizational  environment  minimizes 
the  need  to  differentiate  the  negative  impacts  of  start-up 
related  problems  associated  with  new  acute  care  prepaid  health 
plans  from  program  impacts  directly  related  to  the  unique 
organizing  and  financing  characteristics  of  a  S/HMO. 


IX 


I .    Background 

A.    Congressional  Mandate 

This  report  has  been  prepared  pursuant  to  Section  2355  of  Public 
Law  98-369,  the  Deficit  Reduction  Act  of  1984.   Section  2355 
required  the  Secretary  of  Health  and  Human  Services  to  approve, 
with  appropriate  terms  and  conditions,  applications  or  protocols 
submitted   to  waive  certain  requirements  of  titles  XVIII  and  XIX 
of  the  Social  Security  Act  so  as  to  demonstrate  the  concept  of  a 
social  health  maintenance  organization  (S/HMO) .   Furthermore, 
Congress  mandated  that  these  demonstrations  occur  with 
organizations  described  in  Health  Care  Financing  Administration 
(HCFA)  Project  No.  1 8-P-970604/ 1  with  the  University  Health 
Policy  Consortium,  Brandels  University.   These  organizations  are: 

•  Kaiser  Permanente  -  Northwest  Region  (KP), 
Med  I  care  P I  us  II,  Portland,  Oregon 

•  Metropolitan  Jewish  Geriatric  Center,  E I derp I  an , 
Brooklyn,  New  York 

•  Ebenezer  Society-Group  Health,  Inc.,  Sen  I ors  P I  us , 
M  I  nneapo  Ms,  Mi  nnesota 

•  Senior  Care  Action  Network,  SCAN  Health  Plan  (SHP), 
Long  Beach,  California. 

The  statutory  language  states  four  salient  features  of  the 
S/HMO  model : 

•  "...provides  for  the  integration  of  health  and  social 
services  under  the  direct  financial  management  of  a  provider 
of  serv  i  ces . " 

•  "...all  Medicare  services  will  be  provided  by  or  under 
arrangements  made  by  the  organization  at  a  fixed  annual 
capitation  rate  for  Medicare  of  100  percent  of  the  adjusted 
average  per  capita  cost  (AAPCC)." 

•  "...Medicaid  services  will  be  provided  at  a  rate  approved  by 
the  Secretary . " 

•  "...all  payors  will  share  risk  for  no  more  than  2  years  [the 
first  30  months  of  the  demonstration]  with  the  organization 
being  at  full  risk  In  the  third  year  [the  last  12  months  of 
the  demonstration]." 


Federal  interest  in  the  S/HMO  concspt  grew  out  of  three  Issues 
affecting  delivery  of  health  and  long-term  care  services  to  older 
persons  (Leutz,  et  al.,1985): 

•  The  growth  of  risk-based,  managed  care  Medicare 
alternatives  (i.e.,  health  maintenance  organizations 
and  competitive  medical  plans)  that  encourage  health 
care  providers  to  work  together  efficiently. 

•  The  absence  of  appropriate  insurance  mechanisms  for  chronic 
care  (i.e.,  the  need  for  the  development  of  long-term  care 
insurance  options). 

•  The  under-deve lopment  of  home  and  community-based  chronic 
care  services,  and  the  fragmented  arrangements  for 
managing  the  care  of  functionally  impaired  older 
persons  across  the  full  range  of  acute  and  long-term 
care  services. 

The  S/HMO  model  offers  aged  Medicare  beneficiaries  a  prepaid 
health  care  alternative  to  standard  f ee-f or-serv I ce  Medicare 
coverage  and  extends  the  typical  benefit  package  offered  by 
Medicare  risk-based  HMO  and  CMP  contractors  to  Include  both  home 
and  community-based  and  institutional  chronic  care  services. 

Promotion  of  the  S/HMO  concept  through  changes  in  Medicare 
eligibility,  reimbursement,  or  coverage  policies,  associated 
especially  with  risk-based  contracting  with  HMOs  and  CMPS  under 
the  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982  (TEFRA) 
requires  knowledge  about  the  model's  operational  feasibility  and 
cost-effectiveness.   To  this  end,  Congress  also  specified  that 
HCFA  sponsor  an  evaluation  of  the  S/HMO  demonstrations.   HCFA's 
Office  of  Demonstrations  and  Evaluations  contracted  with  the 
Institute  for  Health  and  Aging,  University  of  California,  San 
Francisco  to  conduct  this  evaluation  on  September  17,  1985.   The 
period  of  performance  for  this  evaluation  is  50  months. 

This  report  Is  based  on  findings  from  this  HCFA-sponsored 
evaluation.   Appendix  A,  provided  for  reference  purposes,  Is  the 
evaluation's  design  report.   It  details  study  issues,  hypotheses, 
data  collection  methods,  and  analytical  approaches.   Appendix  B 
Includes  a  progress  report  (Chapter  1),  summarizing  specific 
accomplishments  and  modifications  to  this  study  design  to  date 
and  Chapters  2  through  6  which  are  detailed,  technical  analyses 
supporting  the  results  contained  in  this  report. 


Section  2355  directs  HCFA  to  forward  the  evaluator's  findings  to 
Congress  no  later  than  42  months  after  the  enactment  of  P.L.   98- 
369  or  January  1988.   Since  one  of  the  four  demonstrations  began 
operations  January  1,  1985  and  the  other  three  sites,  March  1, 
1985,  this  report  examines  the  S/HMO  concept  during  the  first  30 
months  of  this  42  month  demonstration.  Section  4018  (b)  of  Public 
Law  100-203,  the  Omnibus  Budget  Reconciliation  Act  of  1987, 
extended  the  demonstration  until  September  30,  1992  and  required 
a  final  report  by  March  31,  1993. 

During  the  30  month  period  covered  in  this  report,  HCFA  and 
States  consented  to  share  financial  risk  with  the  four  sites. 
For  three  of  the  sites  (i.e.,  Seniors  Pius,  Elderplan,  and  SHP), 
risk-sharing  included  expenditures  for  standard  Medicare  Part  A 
and  Part  B  acute  care-related  services,  and  the  unique  S/HMO 
chronic  care  benefit  package.   Risk-sharing  with  KP '  s  Medicare 
Plus  II  related  only  to  chronic  care  services, 
and  the  State  did  not  participate. 

This  interim  report  does  not  provide  insights  into  the 
performance  of  these  demonstrations  In  the  absence  of  risk- 
sharing.   All  four  of  the  demonstration  sites  are  now  at  full 
financial  risk  for  the  remainder  of  demonstration  period  (I.e., 
until  September  30,  1992). 

This  report  presents  analyses  related  to  the  following  questions: 

•  To  what  extent  have  the  S/HMOs  been  successful  In 
consolidating   acute  health  care  and  chronic  care  services? 

•  What  has  been  the  impact  of  S/HMO  organization  and 
management  on  services  utilization  and  financial 
performance? 

•  How  effective  have  the  S/HMOs  been  in  enrolling  a  broad 
cross-section   of  the  elderly  population,  including 
Medicaid  eligible    Medicare  beneficiaries  and  persons 
"at  risk"  of  institutionalization?  How  did  product 
design,  competitive  market  forces,  and  marketing 
practices  affect  S/HMO  enrollments? 

•  How  aware  were  Medicare  beneficiaries  of  the  S/HMO 
alternative  to  f ee-for-serv Ice  Medicare  and   Tax  Equity  and 
Fiscal  Responsibility  Act  (TEFRA)  risk-based  prepaid  health 
plans?  How  did  beneficiaries  become  aware  of  the  S/HMO 
alternative?  Why  did  beneficiaries  choose  to  join  a 

S/HMO  ? 


•    What  were  the  effects  of  case  management  on  enrol  lees' 
eligibility  for  and  use  of  the  S/HMOs'  chronic  care 
benefits?   What  were  the  primary  roles  of  S/HMO  case 
managers?  Did   S/HMO  case  managers  perform  the  same  tasks 
across  the  four  demonstration  sites?  How  much  did  S/HMO  case 
management  cost? 

This  report  emphasizes  issues  related  to  the  S/HMO  concept's 
operational  feasibility,  rather  than  the  model's  cost- 
effectiveness  (e.g.,  what  would  the  acute  and  chronic  care  costs 
for  S/HMO  enrol  lees  have  been  If  these  persons  had  remained  in 
f ee-f or-serv I ce  or  Joined  a  competing  Medicare  HMO  risk- 
contractor  ?).  The  evaiuator  is  only  halfway  through  executing 
its  quas I -exper imenta I  research  design,  collecting  health  and 
functional  status  and  health  care  utilization  data  from  fee-for- 
service  f unct I ona II y- impa i red  Medicare  beneficiaries  who  serve  as 
the  principal  comparison  group  to  f unct iona I  I y- impa i red  S/HMO 
enrol  lees.  Thus,  this  report  does  not  include  analyses  of 
demonstration  effects  on  beneficiaries'  use  of  acute  care  and 
chronic  care  services  (i.e.,  to  estimate  what  the  utilization 
experience  of  impaired  S/HMO  enrol  lees  would  have  been  in  the 
absence  of  the  demonstration). 

B.    What  is  the  S/HMO  Concept? 

In  spring  1980,  HCFA  awarded  a  grant  to  the  University  Health 
Policy  Consortium  (UHPC),  Brandeis  University  to  design  ways  to 
organize  and  finance  the  S/HMO  concept.   As  conceived  by  UHPC 
staff,  the  S/HMO  was  "...attempting  to  extend  the  HMO  acute  care 
financing  and  delivery  model  to  include  chronic  care  management 
and  services"  (Greenberg,  et  al.,  1984). 


All  four  S/HMO  demonstration  sites  test  essentially  the  same 
protocol  that  Includes: 

•  Common  health  and  functional  status  assessment  instruments 
to  assist  in  determining  an  enrol  lee's  eligibility  for 
chronic  care  services. 

•  A  core  benefit  package  of  acute  care  and  chronic  care 
serv Ices . 

•  Capitated  reimbursement  from  the  Medicare  program  based  on 
modifying  the  present  adjusted  average  per  capita  cost 
(AAPCC)  formula  used  to  reimburse  risk-contract  health 
maintenance  organizations  (HMOs)  and  competitive 
medical  plans  (CMPs). 

•  Risk-sharing  arrangements  between  the  demonstration  sites, 
HCFA,  and  State  Medicaid  programs  to  reduce  the  potential 
impact  on  sponsoring  organizations  of  financial  losses 
attributable  to  undertaking  organizational  innovation  with 
uncertain  outcomes. 

A  S/HMO  Is  different  from  an  HMO  or  CMP  participating  as  a 
Medicare  risk-contractor  under  provisions  of  TEFRA  with  respect 
to: 


Benefit  Packages 


Risk-contract  HMOs  and 

CMPs  do  not 

;  provide  Medicare 

enrol  lees  community-based  chronic 

care  services 

.  The 

essence  of  the  S/HMO  concept  is  providing  chron 

ic  care 

benefits  to  functional 

1 y- impa i  red 

benef  i  c 1 ar 1 es 

i  n  a 

prepaid  health  care  environment. 

Both  the  S/HMOs  and  TEFRA  HMOs  and  CMPs  must  provide 
standard  Medicare  skilled  nursing  facility  (SNF)  and 
home  health  benefits.  Some  TEFRA  contractors  enhance 
the  Medicare  SNF  benefit  by  providing  additional  days 
beyond  Medicare  coverage.   Nevertheless,  these  nursing 
home  and  home  health  services  still  are  generally 
associated  with  a  hospital  stay  and  are  not  related  to 
chronic  functional  impairments  unrelated  to  an  acute 
ep  i  sode  of  III ness . 


The  S/HMOs 'chron ic  care  benefit  package  has  the  following 
features : 


Like  any  other  additional  benefit 
provided  by  a  Medicare  HMO  or  CMP, 
the  S/HMOs ' ab I  I  i ty  to  finance  chronic  care 
benefits  depends  on  controlling  and/or 
reducing  acute  care  expenditures,  in 
particular,  acute  care  hospital  use  and 
costs,  and  charging  enrol  lees  premiums. 

The  amount  of  chronic  care  services  that 
an  eligible  functionally  impaired  enrol  lee 
may  receive  is  capped  by  dollar  limits.  These 
benefit  ceilings  are:   Medicare  Plus  II, 
$12,000  per  year,  allocated  at  a  maximum  of 
$1,000  per  month  for  community  care  or  100 
days  of  nursing  home  care  per  spel I  of 
Illness;  SHP ,  $7,500  annually;  Elderplan, 
$6,500  annually;  Seniors  Plus,  $6,500 
lifetime  for  nursing  home  care  and  a  $5,000 
annual  community-based  benefit. 

Through  periodic  health  and  functional 
status  assessments,  the  S/HMOs  control 
eligibility  for  chronic  care  services. 
This  eligibility  determination  process  is  an 
attempt  to  target  long  term  care  benefits  to 
those  S/HM0  enrol  lees  at  greatest  risk  of 
institutionalization  as  defined  by  State 
Medicaid  agencies. 

The  S/HMO  chronic  care  services  package 
integrates  institutional  nursing  home  care 
and  non- I nst I  tut lona I ,  community  based 
services  Including  homemaker,  personal  health 
aide,  medical  transportation,  adult  day 
health  care,  respite  care,  and  case 
management.  Decisions  on  how  to  appropriately 
allocate  home  and  community-based  and 
Institutional  chronic  care  services  are 
controlled  by  S/HMO  case  managers. 


In  contrast  to  S/HMOs,  TEFRA  HMOs  and  CMPs  make  no  attempt 
to  Integrate  Medicare  and  Medicaid  services  into  a 
single  benefit  package. 

In  general,  in  the  design  of  innovative  capitation 
Initiatives,  State  Medicaid  programs  have  concentrated 
on  approaches  to  enrol  I  ing  Aid  to  Fami  I  i es  with 
Dependent  Children  (AFDC)  recipients  in  managed  care 
arrangements.   States  have  given  minimal  attention  to 
developing  innovative  approaches  to  enroll  the 
approximately  8  percent  of  non I nst I  tut lona II  zed 
Medicare  beneficiaries  who  are  also  eligible  for 
Medicaid  in  prepaid  health  plans.  Few  TEFRA  risk- 
contracts  have  substantial  aged  Medicaid  eligible 
enrol  lees,  and  as  noted  above,  these  plans  do  not  offer 
chronic  care  services  or  contract  with  State  Medicaid 
programs  to  offer  home  and  community-based  or 
Institutional  long-term  care  services.  The  S/HMOs 
provide  dually  eligible  persons  a  single  delivery 
system  for  both  acute  and  long-term  care  services. 

Enrollment  Selection: 


TEFRA  HMOs  and  CMPs  are  not  permitted  to  screen  the  health 
status  of  applicants  prior  to  enrollment.   The  S/HMO  model 
tested  in  the  demonstration  uses  a  form  of  functional  status 
screening,  referred  to  In  this  report  as  "queuing." 

HMOs  and  CMPs  contracting  with  the  Medicare  program  must 
enroll  Medicare  beneficiaries  on  a  first-come,  first- 
served  basis  without  regard  to  health  status,  except  In 
the  case  of  persons  with  end-stage  renal  disease,  to 
minimize  favorable  selection  of  healthier  Medicare 
beneficiaries.  TEFRA  rate-setting  provisions  assume 
that  risk-based  contractors  have  enrolled  a 
representative  cross-section  of  the  elderly  population, 
In  particular,  functionally  Impaired  Medicare 
benef I c I ar I es . 

By  contrast,  S/HMO  demonstration  site  protocols  allowed  the 
sites  to  screen  applicants  to  assure  that  the  demonstrations 
enroll  a  representative  community  sample  of  functionally- 
Impaired  persons.  This  queuing  mechanism  (discussed  In 
detail  below)  should,  in  theory,  protect  both  the  S/HMO 
and  the  Government  from  adverse  selection,  since  both 
shared  the  risk  for  financial  losses  during  the  first 
two  years  of  the  demonstration. 


Enro I Iment  Limits 


TEFRA 

HMOs  and 
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have 

more 

than  50 

percent 

of 

the!  r 
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be 

Med  i  care 

and/or 

Med  i  ca  i  d  el 
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i  b  1  e  i 

and 

cannot 

:  have  less 

than  5,00.0  members 

1 f  1 ocated 

in  an 

urban 

area 


The  principal  reason  Congress  instituted  the   "50:50"  rule 
was  to  assure  Medicare  and/or  Medicaid  enrol  lees  access  to 
care  of  the  same  standard  as  that  provided  non-Medicare 
or  Medicaid  members. 

To  permit  testing  sponsorship  of  a  S/HMO  by  organizations 
that  exclusively  serve  seniors,  HCFA  waived  the  "50:50"  rule 
for  Elderplan  and  SHP .  Elderplan  and  SHP  enroll  no 
persons  under  65  years  of  age  and  after  30  months  of 
operation  have  yet  to  achieve  enrollments  of  5,000 
benef  i  c  i  ar I es . 

The  "50:50"  rule,  unless  amended  by  Congress,  would  severely 
limit  the  development  of  prepaid  health  plans,  like 
Elderplan  and  SHP,  specializing  In  geriatric  medicine. 


Ratesett I ng 


TEFRA  1 

HMOs  and 

CMPs 
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month  I 

y  payment 
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>  percent 
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from 
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The 
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each 
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HCFA  payments  to  S/HMOs  differ  from  payments  to  TEFRA  HMOs 
and  CMPs  in  that  S/HMOs'  AAPCC  payments  are  modified  as 
fo I  I ows : 


S/HMO  members  receive  a  functional  status 
assessment  upon  joining.   If  the  plans  find  a 
person  living  In  the  community  "at  risk"  of 
Institutionalization  as  measured  by  State 
pre-admission  screening  protocols,  they 
receive  an  Institutional  rate  of  payment  from 
HCFA.   Such  persons  are  discussed  later  in 
this  report  and  are  referred  to  as  "nursing 
home  certifiable"  or  NHC. 


+     In  comparison  to  standard  AAPCC  ratebooks 
used  to  pay  TEFRA  HMOs  and  CMPs,  payment 
levels  for  non i nst I  tut iona I  1  zed ,  Medicare- 
only  and  non I nst I  tut  I ona I  i zed  welfare  (i.e., 
Medicaid  eligible)  enrol  lees  were  modified, 
generally  resulting  in  reduced  payment  levels 
for  these  persons. 

This  downward  adjustment  compensates  for 
an  assumed  less  expensive  case-mix  among 
non impaired,  community-based  S/HMO  enrol  lees 
compared  to  non I nst i tut i ona I  i zed 
beneficiaries  paid  for  under  the  standard 
AAPCC  formula. 

+  100  percent  of  al  I  rate  eel  I  amounts,  rather 
than  95  percent  of  AAPCC,  is  paid  by  HCFA  to 
the  S/HMOs. 

In  considering  the  merits  of  Medicare  payment  methods 
to  the  S/HMOs,  it  Is  important  to  recognize  that  HCFA ' s 
decision  to  pay  the  S/HMOs  100%  of  a  modified  AAPCC, 
rather  than  95%  of  the  standard  AAPCC  —  not  to  treat 
the  S/HMOs  I  ike  a  TEFRA  HMO  or  CMP  In  terms  of 
capitated  payments  —  was  based  only  partially  on 
actuarial  considerations  of  what  S/HMO    enrol  lees 
would  have  cost  the  Medicare  or  Medicaid  programs  had 
they  remained  In  f ee-for-serv ice. 

Two  other  objectives  for  modifying  the  standard  Medicare 
AAPCC  ratesettlng  approach  in  the  S/HMO  demonstration  were 

+    To  encourage  site  participation  because  S/HMO 

managers  perceived  uncertainty  about  the  impact  of 
adverse  selection  on  the  costs  of  providing 
standard   Part  A  and  Part  B  Medicare  benefits 
to  nursing  home  certifiable  persons  In  the 
commun  i  ty . 

+    To  limit  beneficiary  premiums  to  $25-40  and 
co-insurance  on  chronic  care  benefits  to 
10-20  percent. 

The  Issue  of  selection  bias  in  the  S/HMO  demonstration 
has  yet  to  be  rigorously  addressed.  Does  the  modified 
S/HMO  AAPCC  payment  formula  accurately  predict  what 
Medicare  reimbursements  would  have  been  for  S/HMO 
enrol  lees  had  they  remained  in  f ee-for-serv ice,  or 
alternatively,  had  these  persons  enrolled  in  TEFRA 
risk-contracts  for  which  HCFA  payments  would  have  been 
95  percent  of  the  standard  AAPCC  formula? 


We  do  not  yet  know  what  the  acute  care  costs  of  NHC 
S/HMO  enrol  lees  would  have  been  in  the  absence  of  the 
demonstration  or  whether  these  persons  would  have  been 
institutionalized  or  would  have  continued  to  live  in 
the  community.   Also  we  do  not  know  how  different  theii 
Part  A  and  Part  B  Medicare  utilization  would  be 
compared  to   non- i nst i tut iona I  i zed  f ee-f or-serv i ce 
beneficiaries  or  TEFRA  HMO  enrol  lees  after  adjusting 
for  age, sex,  and  functional  status.   This  Information 
will  be  part  of  the  evaluation's  final  report. 

R I sk  Shar  i  ng : 


TEFRA 

HMOs  and 

CMPs  are  at  full  financial  risk  for  all 

costs 

i  ncur red 

In  the  S/HMO  demonstration,  HCFA  and 

State 

Med  1 ca  i  d 

programs  agreed  to  share  financial  risk 

with  the   sites,  in  essence,  underwriting  an  innovative 
venture . 

TEFRA  HMOs  and  CMPs  are  at  full  financial  risk  for  the 
services  they  provide.  The  Federal  Government  does  not 
share  risk  with  these  contractors  should  they  not  be 
able  to  control  enrol  lees'  health  care  use  within 
projected  levels  or  If  they  incur  excessive 
administrative  expenses.   By  contrast,  the  Deficit 
Reduction  Act  of  1984,  P.L.  98-369,  required  HCFA   to 
share  risk  with  the  demonstrations  for  the  first  30 
months  of  the  demonstration.   Table  1  describes  the 
dimensions  of  these  risk-sharing  arrangements. 


I  I  .   To  what  extent  have  the  S/HMOs  been  successful  In 
consolidating  acute  care  health  and  chronic  care 
serv  i  ces? 

The  S/HMO  demonstration  tests  two  organizational  models:   (1) 
developing  the  capacity  to  provide  chronic  care  services  In 
association  with  mature  HMOs  (Medicare  Plus  II  and  Seniors  Plus); 
and  (2)  transforming  long-term  care  providers  Into  prepaid  acute 
care  health  plans  that  provide  chronic  care  services  benefits 
(Elderplan  and  SHP).   As  a  point  of  reference,  not  a  policy 
recommendation,  "mature  HMOs"  are  defined  as  TEFRA  risk- 
contractors  with  5000  or  more  Medicare  enrol  lees.   As  of  November 
1,  1987,  29  percent  (46)  of  the  159  TEFRA  risk-contractors  met 
this  criterion.   "Long-term  provider"  refers  to  suppliers  of 
comprehensive  chronic  care  services,  including  mu 1 1 1  -  I  eve  I 
residential  services  and  non- I nst I  tut iona I  community-based 
services  (e.g.,  adult  day  care,  respite  services,  homemaker-home 
health  care).   Figures  1-4  show  the  S/HMO  demonstration  site 
delivery  systems  and  methods  of  payments  to  providers. 
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All  four  demonstration  sites  have  been  able  to  integrate  delivery 
of  chronic  care  services  to  Medicare  beneficiaries  within  a 
prepaid  health  care  environment.;  However,  the  evidence  to  date 
Indicates  that  from  an  organizing  and  management  perspective, 
developing  the  S/HMO  concept  in  association  with  a  mature  HMO  is 
less  expensive  and  not  as  complicated  as  having  long  term  care 
providers  first  develop  the  acute  care  services  infrastructure 
necessary  to  support  provision  of    S/HMO  chronic  care  benefits. 
However,  results  of  the  yet  to  be  completed  cost-effectiveness 
analysis  may  modify  this  conclusion. 

•    For  mature  HMOs,  the  key  organizing  question  is  how  to 
Integrate  the  S/HMO  concept  with  existing  Medicare 
product  lines,  both  in  terms  of  marketing  strategies 
and  service  delivery.   In  both  HMO  sites,  the  S/HMO 
project  was  treated  as  a  new  product  line.   In  so 
doing,  these  S/HMOs  could  make  efficient  use  of  the 
sponsor  HMOs'  personnel  and-  adm i n i strat I ve  resources, 
including  hospital  and  SNF  Utilization  review  and 
discharge  planning  staff,  without  recreating  these 
f unct Ions . 

For  acute  health  care  services,  S/HMO  enrol  lees 
received  services  In  the  same  manner  as  any  other  HMO 
enrol  lee.  Medicare  Plus  II  as  developed  by  KP 
represents  an  additional  service  which  augments  an 
existing  TEFRA  Medicare  risk-contract  benefits  package 
available  In  Medicare  Plus  'I.   Only  those  chronic  care 
services  unique  to  the  S/HMO  concept  were  the  fiscal 
responsibility  of  and  administered  by  the  Kaiser 
demonstration  project.   All  other  services  were  fully 
Integrated  into  the  regular  Kaiser  delivery  system. 

With  very  few  difficulties  in  providing  for  the  acute 
care  needs  of  enrol  lees,  Medicare  Plus  II  and  Seniors 
Plus  focused  on  case-manag I ng  f unct lona I  I y- impa i red 
enrol  lees  and  accessing  chronic  care  services  for  this 
sub-group  of  S/HMO  members.   Medicare  Plus  II  and 
Seniors  Plus  had  little  difficulty  negotiating 
contractual  arrangements  with  providers  of 
institutional  or  community-based  long  term  care 
services.   Seniors  Plus  used  Ebenezer  Society's  well 
established  long  term  care  services  network  for  most  of 
its  services,  while  Medicare  Plus  II  went  outside  KP 
for  most  of  its  chronic  care  services. 
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By  contrast,  a  key  point  for  long  term  care 
organizations  interested  In  developing  the  S/HMO 
concept  is  to  fully  understand  the  considerable  staff 
and  financial  resources  and  prepaid  acute  health  care 
managerial  expertise  that  is  necessary  for  successful 
S/HMO  start-up.  Provider-related  problems  at  these  two 
plans  were  primarily  associated  with  establishing  the 
acute  care  component  of  the  S/HMO  and  had  much  less   to 
do  with  implementing  the  chronic  care  services 
component  of  the  S/HMO  model. 

Based  on  Elderplan's  and  SHP ' s  developmental  period,  a 
long  term  care  provider  considering  initiating  a  S/HMO- 
type  venture  should  anticipate  the  need  for  external 
assistance  to  share  financial  risks  and  management 
challenges  In  such  an  organizational  Innovation.   In 
addition  to  considering  S/HMO  financial  requirements, 
governing  bodies  and  managers  of  long  term  care 
organizations  contemplating  developing  a   S/HMO  must 
first  gain  familiarity  with  the  financial,  delivery 
system,  and  marketing  issues  related  to  operating  a 
prepaid,  acute  health  care  delivery  system. 

Elderplan  and  SHP  devoted  considerable  resources  to 
first  establish  themselves  as  acute  care-oriented 
prepaid  health  plans.  Without  any  experience  in 
managing  physician  and  hospital  relationships  under 
prepaid  financing  arrangements,  these  S/HMOs  negotiated 
complex  provider  agreements  associated  with  numerous 
complicated  management  decisions. 

Provider  relations  at  SHP  and  Elderplan  were  In  marked 
contrast  to  the  established  KP  and  Group  Health,  Inc., 
delivery  systems.  These  established  HMOs  could  absorb 
S/HMO  enrol  lees  with  few  dramatic  Impacts  on  policies 
and  procedures  for  providing  services  or  the  need  to 
negotiate  special  financial  arrangements  with 
providers.  At  SHP  and  Elderplan,  new  acute  hospital  and 
ambulatory  care  services  had  to  be  established  to 
provide  basic  HMO  services. 
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Even  without  the  problems  associated  with  starting  a  prepaid 
health  plan,  mature  HMOs  may  encounter  organizational 
problems  in  implementing  the  S/HMO  concept, 
particularly  in  marketing. 

For  example,  during  the  first  30  months  of  the  project, 
Group  Health,  Inc.,  was  under  increasing  pressure  from 
its  Twin  Cities'  HMO  competitors.  The  organization  can 
fairly  be  described  as  in  a  transition  period, 
developing  strategies  on  how  to  remain  competitive  in  a 
mature,  competitive  marketplace.  By  the  time  Seniors 
Plus  became  operational,  Group  Health,  Inc.,  was 
already  offering  Medicare  beneficiaries  a  TEFRA  risk- 
contract,  "Seniors."   Thus,  in  offering  the  S/HMO,  it 
marketed  a  new  product  not  only  in  competition  with 
other  Twin  Cities'  TEFRA  risk-contractors  but  against 
itself.   This  situation  led  to  an  internal  competition 
between  the  Seniors  Plus  S/HMO  and  the  Seniors  TEFRA 
risk-contract  product  lines  for  scarce  organizational 
resources . 


In  summary,  the  experience  of  the  four  S/HMO  projects  to  date 
indicates  that  the  easiest  to  implement  test  of  the  S/HMO  concept 
would  occur  In  association  with  financially  viable,  mature  HMOs 
or  CMPs  that  have  demonstrated  a  commitment  to  serve  the  Medicare 
population  through  sustained  growth  of  Medicare  enrol  lees.  A 
financially  viable  prepaid  health  plan  appears  to  be  a  necessary 
condition  for  implementing  the  S/HMO  concept.   Testing  the 
chronic  care  services  component  of  the  S/HMO  concept  in  an 
established  prepaid  health  care  plan  minimizes  the  need  to 
differentiate  the  negative  impacts  of  start-up  related  problems 
associated  with  new  prepaid  health  plans  from  program  Impacts 
directly  related  to  the  unique  organizing  and  financing 
characteristics  of  a  S/HMO. 
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III.  What  has  been  the  Impact  of  S/HMO  organization  and 
management  on  financial  performance? 

A  review  of  data  available  for  the  first  24  months  of  the 
demonstration  drawn  from  unaudited  S/HMO  quarterly  reports 
reveals  the  relationship  between  S/HMO  organizational 
characteristics  described  above  and  output  measures  of 
performance  (i.e.,  utilization  and  expenditures).   Four  general 
findings  emerge  from  this  review: 

•  All  the  S/HMO  demonstration  sites  lost  substantial  amounts 
of  money  during  their  first  24  months  of  operation. 
Seniors  Plus  experienced  losses  of  over  $1.5  million  during 
its  first  two  years  of  operations.   Elderplan 
experienced  the  greatest  losses,  $2  million  in  1985  and 
$3.4  million  in  1986.   SHP  losses  were  slightly  greater 
than  $1.5  million  In  1985  and  $1.2  million  in  1986. 

KP ' s  Medicare  Plus  II  experienced  a  net  gain  during 
1985  and  1986  of  $654,840  for  its  chronic  care  and 
expanded  care  services,  but  showed  an  overal I  loss  of 
$854,182  resulting  from  an  estimated  $1.4  million  loss 
on  its  Medicare  covered  services. 

•  All  S/HMOs  experienced  hospital  use  rates  at  or  below 
projected  levels  and  comparable  to  rates  experienced  by 
their  TEFRA  Medicare  r i sk-contract  competition. 
Hospital  expenses  represented  23-43  percent  of  total 
S/HMO  expenditures  in  1986.   Table  2  shows  the  hospital 
utilization  for  the  S/HMOs  In  1985  and  1986. 

•  Expenditures  for  S/HMO  chronic  care  benefits  are  a  function 
of  a  complex  interaction  between  the  demonstration's 
managing  acute  care  utilization,   applying  assessment 
criteria  for  determining  which  enrol  lees  are 
functionally  impaired  and  eligible  to  receive  chronic 

care  benefits,  negotiating  payment  rates  for 
institutional  and  In-home  chronic  care  services,   and 

allocating  chronic  care  benefits  capped  by  a  dollar 
limit,  balancing  the  use  of  Informal  caregivers  with 

formal  services. 

Chronic  care  utilization  rates  and  patterns  of  care  varied 
substantially  across  sites  (e.g.,  lower  use  of  home 
health  services  and  higher  use  of  nursing  home  services 
at  SHP  than  the  other  sites).   Chronic  care  services 
were  7-10  percent  of  the  total  S/HMO  expenditures  at 
all  the  sites  (except  KP).  Expenditures  for  chronic 
care  (including  SNF/ICF,  in-home  chronic  care, 
homemaker ,  personal  care,  and  long-term  care  services 
not  covered  by  Medicare)  were  similar  across  sites  in 
1986:  Elderplan,  $32  per  member  per  month  (pmpm);  SHP 
and  Seniors  Plus,  $30  pmpm;  and  KP ,  $21  pmpm. 
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•    Expenditures  for  expanded  care  services  (e.g.,  eyeglasses, 
prescription  drugs)  varied  substantially  across  sites: 
Medicare  Plus  II  and  Seniors  Plus,  $21  pmpnv,  SHP ,  $34  pmpm; 
and  Elderplan,  $41  pmpm. 

Table  3  shows  utilization  statistics  for  selected  ambulatory 
care,  expanded  care  (e.g.,  eyeglasses,  prescription  drugs),  and 
chronic  care  services.   Table  4  summarizes  S/HMO  revenues  and 
expenditures  for  1985  and  1986. 

At  Seniors  Plus,  Elderplan,  and  SHP  poor  financial  performance 
primarily  relates  to  high  administrative  expenditures  as  a 
percentage  of  total  plan  costs  and  unanticipated  marketing  costs 
associated  with  slow  enrol Iment,  and  secondar i  ly,  to  the  terms  of 
the  capitated  financial  arrangements  negotiated  with  hospital  and 
physician  providers  (I.e.  SHP  and  Elderplan).   The  HMO  literature 
clearly  documents  that  these  factors  are  associated  with  the 
failure  of  new  prepaid  health  care  ventures  ( Lew i n  and 
Assoc  iates,  1 986) . 

Under  demonstration  protocols,  plan  losses  were  mitigated  by 
risk-sharing  arrangements  with  HCFA  and  State  Medicaid  programs 
described  in  Table  1.   In  the  absence  of  risk-sharing,  which 
covered  costs  associated  with  providing  acute  and  chronic  care 
services  as  well  as  administrative  and  marketing  expenses,  It  Is 
probable  that  at  least  two  of  the  demonstrations  (i.e.,  Elderplan 
and  SHP)  would  have  ceased  operations. 

Financial  losses  associated  with  start-up  and  initial  operations 
should  not  have  been  unanticipated.  Goran  (1981)  found  in  a  study 
of  73  HMOs  that  an  average  of  $2.1  million  was  needed  before  a 
prepaid  health  plan  could  expect  to  break-even.   Staff  model  HMOs 
required  greater  capitalization  (i.e.,  $3.3  million)  than  network 
models  (i.e.,  $1  million).   Taking  inflation  and  increasing 
competitive  marketing  pressures  into  account  between  1981  and 
1986,  S/HMO  losses  during  the  first  24  months  of  the 
demonstration,  particularly  in  Elderplan  and  SHP,  are  consistent 
with  these  findings. 

The  Issue,  however,  Is  one  of  opportunity  cost  for  the  Federal 
and  State  Governments  who,  in  essence  supported  the  developmental 
costs  of  two  new  prepaid  health  plans.   Could  this  money  have 
been  better  invested  In  testing  the  S/HMO  concept  where  start-up 
costs  could  have  been  minimized? 

During  the  risk-sharing  period,  S/HMO  financial  performance  had 
important  financial  impacts  on  demonstration  site  sponsors.  The 
potential  impact  on  sponsors  is  even  greater  given  that  all  four 
demonstration  sites  are  now  at  full  financial  risk  for  the 
remainder  of  the  demonstration: 
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Table  3 


UTILIZATION  0?   SELECTED  AMBULATORY  AND  CHRONIC    CARE  SERVICES 
ACROSS  S/H10  SITES  PER   1,000  MEMBERS   PER   YEAR 
(Figures   In  parentheses  are   the  actual    total    units   of  service  during    that   year) 


Elderplan 


total    Member  Months 

■tedlcare   Utilisation 

tabulator?  Encounters  and 

Medical    Referral s[ a] 
iedioare   SNP   lays 

■tedicare   Hooe   Health   Visits  [d] 

Medicare   Durable  Medical    Equipment 
(Pieces) 

Chronic    Care   Utilization 

Chronic   Care  SNF/ICP  Days 

Chronic    Care   Hoae  Health  Visits   [d] 

Chronic    Care   Respite,    Homemaker 

Hone  Aide  and    Chore   Hours 
Lay  Care   Center  Days 

Other   Bcpanded    Care   Utilization 

Dental    Office   Visits 

Outpatient   Prescriptions 

Optometry  and    Audiology  Visits 

Eyeglasses,    Hearing   Aids,  and 

Durable  Medical    Equipment  (Pieces) 

Emergency  Response   System    (Months) 

Medical    Transportation  (Round    Trips) 


1965 


5,310 


T956~ 
19,640 


Medicare   Plus   II 

1985  198T" 


SCAN   Health    Plan 


Seniors   Plus 


20,085 


47,825 


1985 
6,704 


1< 


19,827 


1985 
2,859 


199 
(88) 

273 
02l)[h] 
40,  165 
(17,773) 

151 [kl 


835  609 

(1,366)  (1,019) 

78 

(128)[h,i]  NA 

21,154  4,151 

(34,622)[h]  (6,947) 

224[k]  137 


(67)[1]  (366)[1] 


(230) 


1,398 

(5,571) 

98 

(392) 

7,557 

[30,  119)[ 

187 

(747) 


17,333 

15,262 

10,286 

10,267 

16,  151 

11,674 

8,970 

8,754 

(7,670) 

(24,978) 

07,217)[b] 

(40,919)[b] 

(9,023) 

(19,289) 

(2,137) 

(11,467) 

199 

445 

448 

557 

550 

1,246 

478 

337 

(88) 

(728) 

(750)[c] 

(2,219)[cj 

(307) 

(1,939) 

(114) 

(442) 

479 

1,077 

1,438 

1,037 

217 

67 

1,234 

851 

(2  12) 

(1,763) 

(2,407)[e] 

(4,i34)[f] 

(121) 

(110) 

(294) 

(1,115) 

- 

- 

- 

- 

- 

- 

348 

421 

NA 

NA 

NA 

NA 

NA 

NA 

(83) 

(55D 

1,487 

1,834 

2,  195 

1,231 

(83D 

(3.03D 

(523) 

(1,612) 

177 

26 

541 

311 

(99) 

(43) 

(129) 

(408) 

11, 316 

15,386 

17,310 

8,026 

6,322) 

(25,421) 

(4,  124) 

(10,513) 

254 

649 

2,518 

820 

(142) 

( 1 , 073  ) 

(600) 

(1,074) 

443 

257 

- 

_ 

- 

- 

1,780 

1,134 

(196) 

(420) 

NA 

NA 

NA 

NA 

(424) 

(1,485) 

15,060 

18,  172 

13,912 

15,660 

19,434 

20,686 

- 

- 

(6,664) 

(29,742) 

(23,286) 

(62,412) 

(10,857) 

(34,  179) 

NA 

NA 

1,191 

645 

_ 

- 

7 

21 

2,019 

1,703 

(527) 

(1,056) 

NA 

NA 

(4) 

(34) 

(481) 

(2,23D 

585 

297 

609 

408 

809 

686 

458 

298 

(259) 

(486) 

(1,020) 

(1,627) 

(452) 

(1,133) 

(109) 

(390) 

41 

24 

_ 

_ 

20 

33 

71 

53 

(18) 

(39) 

NA 

NA 

(11) 

(55) 

(17) 

(69) 

2,235 

2,162 

39 

75 

109 

571 

865 

737 

(989H11 

(3539)C1] 

(66) 

(298) 

(61) 

(943) 

(206) 

(966) 

Source:      S/HMO  Demonstration   Projects.      Quarterly   Reports,    1985,    1986.      Notei      these   are   unaudited    data. 
submitted   when   these    reports   were   prepared,    so    figures  may  be  adjusted    later. 


Not   all   claims   were 


[a] 


[b] 
Cc] 
[d] 
te] 

[f] 
[g] 
[h] 

[i] 
Ul 
[k] 

CI] 


Ambulatory  encounters  are   face-to-face   contacts   between  a  S/HMO  member   and    a  provider  of  health   care   services.      It    includes  a 

medical,  dental,  optometric,    podiatric,  mental   health,  and   audiologic   encounters  and    encounters   with   nurse    practitioners  and 

physician  assistants   that  are   not   incident   to   seeing   a  physician,      rtsdical    referrals   include  services   provided    by  medical 

specialists  outside  of  the   S/HIOand   authorized   by  the  S/HMO. 

Includes  all   physician  visits   and   mental    health  visits.      Non-physician   visits   are  also    included. 

Total    census  days    in  skilled   nursing    facilities. 

Includes   nursing   and    therapist   home  health  visits. 

Includes  all   home  health  visits   (e.g.,  by  a  registered   nurse,    physical    therapist,  occupational    therapist,   speech   therapist, 

social   worker,   hooe  health  aide,  etc.). 

Includes  all   home  health  visits   by  registered   nurses  and   by  physical,  occupational,   and    speech   therapists. 

S HP  reported    SNP/ ICP  days    paid    by   the   plan.      The   total    SNP/ ICP  days   were    151    FMFM  in    1985  and  288  PMfM  in    1986. 

Elderplan  reported   a  total    of   385  private  duty  nursing   hours  during    1985,   and   2,320  hours  during    1986. 

Elderplan  did   not   report   any   totals   for  chronic   care  nursing   home  health  visits  during  July  and    August  of    1986. 

Kaiser  reported   a  total    of    1,741  home  health  aide  visits  and   363  horaemaker   visits   in    1986. 

Includes   social   day  care  and   day  treatment   center  days. 

Includes  ambulance,   ambulette  (i.e.,   invalid   coach),  and   private  car  service  (with  or  without   assistance). 


Table   A 
S/H10  REVENUES,    EXPENDITURES,    AND   NET  GAIN   Cfi    LOSS   FOR   1985  AND  1986   (PMffl) 


Elder 

plan 

Medicare 

Plus    II    [a] 

SCAN 

Health 

Plan 

(SHP) 

Seniors    Plus 

1985 

1986 

1985 

1986 

1985 

1986 

1985 

1986 

Total   Member  Months 

5,310 

19,610 

20,085 

17,825 

6,701 

19,827 

2,859 

15,719 

Revenues 

Member  premiums 

29.08 

28.93 

18.62 

17.91 

39.96 

39.23 

29.50 

25.  12 

Co  payments 

10.59 

12.12 

.66 

1.  44 

-fb] 

-[b] 

10.  12 

8.55 

Medicare    AAPCC 

260. 67 

243.10 

201.01 

214.36 

303.  42 

321.01 

197.37 

190.94 

Medicaid 

319.85 

376.98 

351.96 

319.05[c] 

128. 19 

204.50 

255.55 

194.78 

Total    Revenues    [d] 

307.51 

291.58 

255.  11 

273-31 

331.15 

351.68 

2?7.70 

224.84 

$  82.02 

$107. 37 

107.25 

122.51 

$102.56 

$104.68 

$60.  39 

$71.26 

111.  18 

88.  16 

90.43 

87.85 

72.00 

79.  10 

88.27 

71.53 

8.48 

7.  11 

5.02 

5.71 

12.  16 

22.79 

6.80 

3.  16 

4.97 

4.39 

9.66 

10.  37 

2.  15 

3-35 

4.55 

3.58 

6.90 

5.78 

3.  13 

3-45 

3.68 

3.  24 

5.18 

4.97 

25.48 

32.27 

21.04 

21.04 

32.87 

30.09 

40.01 

29.70 

30.91 

40.89 

19.61 

20.46 

30.89 

34.  19 

18.56 

21.28 

23.91 

9.92 

4.50 

4.50 

22.20 

15.37 

39-27 

9.  17 

114.40 

52.99 

1.78 

1.78 

112.55 

38.69 

65.  12 

40.  19 

198.55 

81.51 

4.81 

8.  uh 

91.28 

39.57 

70.72 

25.  C1 

69.  37 

28.50 

NA 

NA 

39.26 

20.  10 

21.99     ■ 

6.95 

676.  ie 

458.  87 

267.  23 

286.  11 

521.59 

391.  17 

420.87 

286.  82 

683.96 

464.  38 

267.23 

286.  1 1 

550.95 

413.  44 

420.87 

286.82 

Provider   Expe-nditurea 

Hospital   [e] 

Ambulatory    Encounters   [f] 

Medicare    Nursing    tome  [g] 

Medicare    tome   Health   [g] 

Other  Medicare   [h] 

Chronic   Care   [i] 

Expanded    Care   [j] 

Case    Management   Staff   [k] 
Administrative    Expenditures 

Marketing 

Administration  [1] 

Capital    4   Other  Costs   [m] 

Total    Expenditures   [n] 

Total    Expenditures 
with   Risk   Reserves 

Total    Gain   or   Lobs   PMPM  -376.43  -172.81  -12.12  -12.77  -216.50  -61.76  -183.18  -61.98 

Net  Gain  or   Lossfo]  (-$1,998,822)    (-$3,393,952)        (-$243,430)      (-$610,752)        (-$1,451,433)    (-$1,224,479)        (-$523,701)      (-$974,218) 

Source:      S/HMO  Demonstration    Projects.      Cuarterly   Reports,    1985,     1986.      These   are   unaudited    data,   and    subject    to    final    adjustments. 

[a]  Kaiser   reported    total    expenditures   only   for   its   chronic    care   and    expanded    care   services   and    administration.      Expenditures   for  acute 
care,  ambulatory  care,  and   Medicare   benefits  were  estimated. 

[b]  SHP  charged   copayoentB,  but   these   were  collected   by  providers  and   not  reported   to   SHP. 

[c]  The   Oregon   State  Medicaid   program   excluded   long   term  care  eligible  clients  at   Initial    enrollment   from   the  project. 

[d]  Total   revenues  Included   other  revenues  from   interest  and   other  sources. 

[e]  Hospital   expenditures   include  in-area  emergency  and   out-of-area  services.      Fbr  Seniors   Plus  and 
Medicare   Plus   II,   outside  referrals  were   included   in   this   figure. 

[f]  Includes  medical   referrals  and   ambulatory  encounters.      Fbr  Seniors   Plus,  referrals  were  not   included 
with  ambulatory  encounter  expenditures.     SHP  physicians   received   an  additional   $8  pmpm   in   1985  from   the 
risk  reserves  not  shown   in   the  above  figures. 

[g]  Includes  Medicare  only. 

[n]     Durable  medical   equipment.  ,  - 

[i]     Includes  non-Medicare   SNP/ICP,   non-Medicare  home-health,  in-home  services,  and   day  care   services. 

Por  Medicare   Plus   II,   the  average  audited   costs  are   shown   for  both  years. 
[J]     Includes  dental,    prescription  drugs,  vision,   hearing  aids,  medical    transportation,  and   emergency 

medical    response   system, 
[k]      For  Medicare    Plus    II,    the   average  audited    costs   are   shown    for   both   years.    [1]      Includes  all 

administrative   costs   including    salaries   and    benefits, 
[m]     Includes  interest,  depreciation,  amortized    start-up  and   rent   for  administrative  and   staff  offices. 
[n]      Excludes   riBk   reserves. 
[o]     For  Medicare   Plus   II,   the   total   amount  of  savings  from   the  chronic   care  component  was  $654,  8"0  for  1985 

and   1986.     Actual  AAPCC  revenue  for  Medicare  covered  benefits  was  $1 .4  million  lower  than 
ACR  projected  expenditures  in  1985  and  1986.   Thus,   KP  showed  an  overall   loss  of 
$854,182   for   1985  and   1986. 
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Although  the  S/HMO  was  only  a  small  project  within  the 
Kaiser  Foundation  Health  Plan  delivery  system,  its  $13 
million  in  1986  revenues  represented  4.6  percent  of 
total  KP  -  Northwest  revenue  in  1986. 

While  Seniors  Plus  is  only  one  of  10  products  offered 
by  Group  Health,  Inc.,  and  represents  less  than  1 
percent  of  Its  total  membership,  the  financial 
difficulties  experienced  during  the  first  24  months  of 
the  S/HMO  demonstration  caused  sponsor  managers  to  view 
S/HMO  losses  with  concern.   While  Group  Health,  Inc., 
and  Ebenezer  agreed  to  continue  the  S/HMO  demonstration 
at  full  financial  risk,  they  reduced  marketing  efforts, 
and  continued  to  carefully  monitor  acute  and  chronic 
care  services  use. 

As  a  subsidiary,  Elderplan's  revenues  of  $6.6  million 
represented  12  percent  of  total  Metropolitan  Jewish 
Geriatric  Center  (MJGC)  revenue  In  1986.   Overall, 
MJGC  experienced  a  net  loss  of  $2.8  ml  I  I  Ion  in  1986 
unrelated  to  Its  Involvement  in  the  S/HMO 
demonstrat  i  on . 

Coupled  with  Its  own  financial  difficulties  which 
necessitated  private  fund  raising  efforts,  Elderplan's 
net  losses  caused  MJGC  to  reevaluate  the  future  of  the 
demonstration.   In  this  regard,  MJGC  has  initiated 
strategic  planning  activities.  These  activities  have 
focused  on  actively  searching  for  a  financially  stable 
partner  or  buyer  for  Elderplan  in  the  prepaid  health 
plan  and  insurance  communities. 

SHP  losses  were  significantly  higher  than  the  sponsor, 
SCAN  anticipated.   With  1986  revenues  of  $8  million  and  net 
losses  of  $1.2  million  In  1986,  SHP  became  considerably 
larger  than  its  parent,  SCAN  (i.e.,  $1.9  million  in 
1986  revenue).   Had  SHP  been  at  full  financial  risk, 
these  losses  would  have  threatened  SCAN'S  survival.   In 
February  1987,  SHP ' s  hospital  provider,  St.  Mary 
Medical  Center  (SMMC)  agreed  to  defer  the  payments  of  a 
$1  million  loan  to  SHP.  In  addition,  SMMC  stated  It  was 
willing  to  assume  financial  risk  for  the  demonstration 
after  risk-sharing  with  HCFA  ended,  on  the  condition 
that  substantial  changes  be  made  In  S/HMO  benefits  and 
p I  an  operat  ions . 
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IV. 


Have  the 

S/HMOs  been  able 

to  enro 1 1 

a  broad  cross-section 

of  the  e 

1 der 1 y  popu 1  at  ion , 

i  nc 

ludi  n 

g  Medicare 

beneficiaries  eligible  for 

Med 

I  ca  i  d 

and  persons  "at 

risk"  of 

institutional  ization? 

How 

did  product  design, 

compet  i  t 

I ve  market  forces, 

and 

marketing  practices 

Each  demonstration  faced  the  challenge  of  marketing  the  S/HMO 
concept  In  different  and  rapidly  changing  health  care 
environments;  from  the  mature  competitive  Twin  Cities  and  Long 
Beach,  to  the  emerging  competitive  Portland,  Oregon,  and  newly 
competitive  New  York  City  markets.  In  planning  the  demonstration 
In  1983  and  1984,  all  sites  assumed  they  would  have  little 
difficulty  in  convincing  Medicare  beneficiaries  to  Join  their 
plans  in  sufficient  numbers  to  meet  projected  break-even 
enrollment  levels  of  4,000  members  within  18  months  of 
operations.  The  following  analyses  focus  on  understanding  the 
factors  influencing  the  enrollment  experience  of  each  S/HMO 
within  the  context  of  its  specific  market.   Much  less  emphasis  is 
placed  on  comparing  S/HMO  enrollment  patterns  and  beneficiary 
characteristics  across  sites. 

Only  Kaiser's  Medicare  Plus  II  met  the  demonstration  protocol 
enrollment  target.  Approximately  half  of  Medicare  Plus  ll's 
membership  were  already  associated  with  the  Kaiser  system, 
converting  from  cost  contract  membership.   The  long  standing 
reputation  and  experience  of  the  Kaiser  Foundation  Health  Plan  In 
marketing  to  and  serving  Medicare  beneficiaries  aided  its 
enrollment  efforts.   Figures  5-8  compares  S/HMO  enrollment  among 
the  sites  and  for  the  three  markets  where  the  S/HMOs  had  TEFRA 
competition,  S/HMO  enrollments  are  compared  to  their  competition. 

These  graphs,  covering  the  period  January  1,  1985,  the  Inception 
of  the  demonstration,  through  April  1987,  clearly  illustrate 
which  plans  are  market  leaders  in  enrolling  Medicare 
beneficiaries.   As  setch,  they  represent  the  S/HMOs'  principal 
TEFRA  HMO  competitors.   Moreover,  these  statistics  Indicate  that 
an  argument  of  market  saturation  as  an  explanation  for  slow  S/HMO 
enrollments  in  the  mature  competitive  Twin  Cities  and  Long  Beach 
markets  cannot  be  supported. 

The  adverse  effects  of  market  competition  on  S/HMO  enrollment  in 
the  Twin  Cities  and  Long  Beach  were  compounded  by   formative 
decisions  at  SHP  and  Seniors  Plus  that  may  have  negatively 
Influenced  S/HMO  marketability.  These  factors,   which  were  also 
present  at  Eiderplan,  interacted  in  a  complex  fashion  and 
I ncl uded : 
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Pricing  the  S/HMO  benefit  package.  In  the  three  markets 
where  TEFRA  competitors  existed,  the  S/HMO  product  may 
not  have  been  price-competitive.   Competing  TEFRA  HMO 
premiums  ranged  from  $0  to  $29  a  month  for  basic 
coverage,  and  from  $20  to  $30  for  high  option  coverage. 
Depending  on  the  plan,  low  option  or  high  option 
coverage  may  include  benefits  not  covered  by  the 
Medicare  program  (e.g.,  prescription  drugs,  eyeglasses, 
routine  dental  care).   By  contrast,  S/HMO  premiums 
ranged  from  $25  to  $49. 

Selecting  hospital  and  physician  providers 
When  compared  to  market  leader  HMOs  or   f ee-f or-serv Ice, 
selected  aspects  of  the  S/HMO  delivery  system  may  have 
been  less  favorably  received  by  Medicare  beneficiaries 
(e.g.,  access  to  physicians  at  Seniors  Plus  and 
hospital  access  at  SHP).   During  the  period  under 
study,  physicians  affiliated  with  SHP  did  not  fully 
support  the  S/HMO. 

Limiting  the  number  of  ambulatory  care  delivery  sites, 
which  not  only  restricted  physician  access  for  potential 
enrol  lees  but  limited  the  use  of  physicians  in  marketing  the 
plan.  This  was  particularly  the  case  at  Elderplan. 

Limiting  the  geographical  area  in  which  the  S/HMO  was 
offered  to  sub-areas  of  the  market  (e.g.,  Long  Beach, 
rather  than  all  of  Los  Angeles  County)  thus  placing  the 
S/HMOs  at  a  disadvantage  with  respect  to  their  TEFRA 
competition  in  effective  use  of  media  advertising  and  In 
negotiating  with  group  purchasers  such  as  corporations  or 
unions  that  provided  retiree  health  benefits. 

Meeting  the  challenge  of  promoting  the  S/HMO  concept  as 
something  different  than  another  TEFRA  HMO  alternative. 
The  demonstrations,  particularly  Seniors  Plus  and  SHP, 
tried  to  advance  the  chronic  care  services  component  of 
the  S/HMO  benefit  package  but  found  It  difficult  to 
develop  a  promotional  strategy  that  positioned  and 
differentiated  the  S/HMO  concept  from  coverage  already 
offered  by  high  option  TEFRA  HMO  alternatives. 

Underestimating  necessary  marketing  budgets  In  the  Initial 
project  year .  As  actual  enrollments  began  to  lag  behind 
projected  membership,  resources  devoted  to  marketing 
increasd.  At  Seniors  Plus,  SHP,  and  Elderplan  marketing 
budgets  ranged   from  10-14  percent  of  total  operating 
costs  but  were  st I  I  I  less  than  the  amount  of  resources 
generally  devoted  to  marketing  by  TEFRA  HMO 
compet  i  tors . 
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An  additional  factor  negatively  Influencing  enrollment  success, 
particularly  in  the  highly  competitive  Mlnneapol  is-St.Paul  and 
Long  Beach  markets,  was  delayed  entry.   The  initial  planning  and 
marketing  activities  for  the  S/HMO  occurred  In  1983.   As  the 
S/HMOs  prepared  to  start-up,  there  was  a  one  year  delay  in 
Federal  approval  which  was  not  resolved  by  Congress  until  summer 
1984.   The  S/HMOs  then  submitted  their  final  protocols  to  HCFA 
and  were  approved  for  start-up  in  early  1985. 

Except  for  Medicare  Plus  II,  only  Elderplan  has  begun  to  achieve 
a  level  of  monthly  growth  consistent  with  enrollment  projections 
at  the  outset  of  the  demonstration.  As  of  September  1987, 
enrollments  are  4952  at  Medicare  Plus  II;   4068  at  Elderplan; 
2705  at  SHP;  and  2417  at  Seniors  Plus. 

None  of  the  sites  achieved  planned  Medicaid  enrollments, 
projected  by  the  sites  at  500  Medicare  Plus  II;  517  Elderplan; 
800  SHP;  and  650  Seniors  Plus.   At  the  end  of  24  months,  the 
number  of  dually  eligible  enrol  lees  at  each  of  the  sites  was  108 
at  Medicare  Plus  II;  106  at  Elderplan;  221  at  SHP ;  and  22  at 
Seniors  Plus. 

A  major  issue  in  marketing  the  S/HMO  was,  and  remains, 
uncertainty  about  selection  bias.   Because  the  proportion  of 
potential  chronic  care  benefit  users  was  projected  to  be  small 
(l.e,  between  5  and  14  percent),  the  S/HMOs  argued  to  HCFA  that 
minor  variations  from  these  projections  could  place  the  sites  In 
financial  Jeopardy  and  strain  service  delivery  systems. 

To  protect  against  adverse  selection  (I.e.,  the  S/HMOs  enrolling 
a  larger  percentage  of  f unct I ona I  I y- impa I  red  members  than  in  the 
aged  population  in  the  market  area),  HCFA  permitted  the  sites  to 
exercise  the  option  of  queuing  applicants.  The  purpose  of  queuing 
was  to  assist  the  S/HMO  In  achieving  and  maintaining  an  enrol  lee 
case-mix  whose  distribution  on  levels  of  functional  impairment 
(i.e.,  severely,  moderately,  and  unimpaired)  was  representative 
of  the  distribution  estimated  for  the  community.   Based  on  data 
from  national  surveys  of  the  elderly  (e.g.,  1977  Current  Medicare 
Survey;  1977  Health  Interview  Survey),  Brandels  University 
researchers  estimated  that  3-6  percent  of  the  population  would  be 
severely  Impaired,  13-17  percent  moderately  impaired,  and  72-82 
percent  unimpaired. 

Medicare  Plus  II  decided  from  the  outset  not  to  queue  applicants. 
At  the  other  three  sites,  the  S/HMO  Application  Form  contained  a 
set  of  questions  about  the  applicant's  functional  status.   All 
applications  were  reviewed  by  the  S/HM0s'  membership  services 
department,  and  when  the  proportion  of  S/HMO  enrol  lees  In  either 
the  severely  or  moderately  impaired  categories  exceeded 
community  estimates,  the  sites  could  place  the  applicant  on  a 
waiting  list  until  more  unimpaired  persons  enrolled. 
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Elderplan  made  the  greatest  use  of  queuing.   At  the  end  of  the 
fourth  quarter  1985,  Elderplan  had  29  severely  impaired  and  6 
moderately  impaired  applicants  on  its  waiting  list.   In  the 
fourth  quarter  1986,  123  severely  Impaired  persons  were  in  the 
Elderplan  queue.   At  the  end  of  the  fourth  quarter  1985,  Seniors 
Plus'queue  had  14  severely  impaired  persons.   By  the  end  of  the 
fourth  quarter  1986,  Seniors  Plus'  severely  impaired  queue  had 
grown  to  87  persons.   SHP  had  no  persons  in  Its  queue  at  the  end 
of  1985  or  1986  but  did  Intermittently  queue  applicants. 

The  following  observations  can  be  made  about  whether  the  S/HMOs 
enrolled  a  broad  cross-section  of  the  elderly  population:  (1) 

•     In  Portland,  Long  Beach,  and  the  Twin  Cities,  there 
were  no  statistically  significant  differences 
between  the  percentage  of  severely  Impaired 
Medicare  beneficiaries  enrolled  in  the  S/HMO 
and  the  estimated  percentage  of  severely 
Impaired  Medicare  beneficiaries  who  enrolled 
in  risk-contract  HMO  competitors  from  June 
1985-March  1986,  the  initial  year  of  the 
S/HMO  demonstration  or  in  f ee-for-serv ice. 
Severe  impairment  is  defined  as  the  presence 
of  one  or  more  limitations  in  activities  of 
daily  living  and/or  being  bed  bound.  In  the 
Twin  Cities,  the  percentage  of  severely 
impaired  S/HMO  enrol  lees  was  somewhat  less 
than  the  estimate  for  f ee-for-serv Ice 


These  findings  are  based  on  a  telephone  survey 
conducted  by  Westat ,  Inc.  May  1986-January  1987.  This 
survey  collected  health  status  and  demographic  data  from 
a  random  sample  of  9518  aged  f ee-for-serv i ce  Medicare 
beneficiaries  residing  in  the  S/HMO  market  areas  and 
2132  beneficiaries  who  Joined  TEFRA  HMO  risk- 
contract  competitors  to  the  S/HMOs  from  June  1985- 
March  1986.   The  primary  purpose  of  this  survey  was 
case-finding;  to  identify  functionally  impaired  fee- 
for-service  Medicare  beneficiaries  who  could  serve  as 
the  evaluation's  comparison  group.   These  data  are 
compared  to  equivalent  data  on  the  population  of 
S/HMO  enrol  lees   collected  by  the  S/HMOs  primarily 
through  mall  surveys  joining  Medicare  Plus  II  and 
SHP  from  the  beginning  of  the  demonstration  through 
June  1986  and  at  Elderplan  and  Seniors  Plus  through 
December  1986.   In  total,  9884  persons  comprise  this 
S/HMO  population. 
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beneficiaries  and  slightly  more  than  among 
HMO  enro I  I ees . 

In  Brooklyn,  the  percentage  of  severely  impaired 
S/HMO  enrol  lees  was  considerably  less  than  in  fee-for 
service.   No  HMO  comparison  group  was 
available  in   Brooklyn  as  there  were  no 
Medicare  risk-contract  HMOs  or  CMPs  marketed 
during  the  study  period: 


S/HMO(%) 

HMO ( % ) 

FFS(%) 

+ 

Port  1  and 

5.3 

5.4 

6.  1 

+ 

Long  Beach 

6.0 

6.  1 

5.0 

+ 

Tw I n  C 1 t 1 es 

5.3 

4.0  [b] 

6.7 

+ 

Brook  1 yn 

2.9  [a] 

- 

8.9 

S/HM0(%) 

HM0(%) 

FFS(%) 

14.8  [a] 

4.2  [c] 

8.3  [b 

13.4  [a] 

8.0  [C] 

7.3 

10.4  [c] 

5.6  [b] 

9.9 

7.5  [a] 

— 

10.3 

[a]  p<.05  for  difference  between  S/HMO  and  FFS 
proport I ons 

[b]  p<.05  for  difference  between  HMO  and  FFS 
proport I ons 


With  the  exception  of  Elderplan,  the  S/HMOs  have   enrolled  a 
greater  percentage  of  moderately  impaired  persons  than 
either  their  TEFRA  HMO  competition  or  among  f ee-for-serv ice 
Medicare  beneficiaries: 


+  Portland: 

+  Long  Beach : 

+  Twi  n  C 1 1  i  es: 

+  Brooklyn: 

[a]  p<.05  for  difference  between  S/HMO  and  FFS 
proport Ions 

[b]  p<.05  for  difference  between  HMO  and  FFS 
proport Ions 

[c]  p<.05  for  difference  between  S/HMO  and  HMO 
proport  ions 

Moderate  Impairment  Is  defined  as  the  presence  of  two  or 
more  limitations  in  instrumental  activities  of  dally 
living,  the  use  of  a  wheelchair  or  walker,  proxy  report 
of  severe  memory  loss,  and/or  S/HMO  site-specific 
defined  impairment.   It  Is  important  to  observe  that  up 
until  June      1986,  Elderplan  had  enrolled  a 
percentage  of   moderately      Impaired  persons 
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comparable  to  the  f ee-f or-serv ice  estimate  provided 
here.   An  as  yet  unexplained  decline  in  enrolling 
impaired   persons  seems  to  have  occurred  at  Elderplan 
between  July-December  1986. 


Generally,  the  percentage  of  S/HMO  enrol  lees  who  report 
themselves  in  the  extremes  of  excellent  or  poor  health 


consistently  less  than  in   f ee-f or-serv ice  and  HMO  samples 
+     Percent  in  excellent  health: 


S/HMO(%)         HMO ( % )  FFS(%) 


Port  I  and : 

23.5 

[a] 

41  .9  [c] 

36.0 

[I 

Long  Beach: 

24.  1 

Ca] 

35.1  [c] 

37.  1 

Tw  i  n  C  i  t I es : 

16.5 

[a] 

37.1  [c] 

31  .9 

CI 

Brook  I yn : 

20.6 

- 

21  .0 

Percent  in  poor  health: 

Portland:  1.5  [a]  3.2  [c]  5.0  [b] 

Long  Beach:  2.9  [a]  5.4  [c]  6.2 

Twin  Cities:  1.1  [a]  3.1  [c]  5.4  [b] 

Brooklyn:  2.4  [a]  -  10.0 

[a]  p<.05  for  difference  between  S/HMO  and  FFS 
proport I ons 

[b]  p<.05  for  difference  between  HMO  and  FFS 
proport Ions 

[c]  p<.05  for  difference  between  S/HMO  and  HMO 
proport  ions 


Generally,  the  percentage  of  S/HMO  enrol  lees  reporting 
having  a  usual  source  of  care  prior  to  enrol  I  I ng  Is  less 
than  that  reported  by  both  TEFRA  HMO  enrol  lees  prior  to 
their  enrollment  and  f ee-for-serv ice  Medicare 
benef Ic  i  ar I es : 
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S/HMO(%) 

HMO ( % ) 

FFS(%) 

+ 

Port  1  and : 

84.7  [a] 

97.4  [C] 

92.0  [I 

+ 

Long  Beach: 

84.5  [a] 

92.0  [C] 

91  .4 

+ 

Tw  i  n  C 1 1  i  es : 

89.5  [a] 

97.1  [C] 

92.9  [ 

+ 

Brook  1 yn : 

69.0  [a] 

- 

90.0 

[a]  p<.05  for  difference  between  S/HM0  and  FFS 
proport Ions 

[b]  p<.05  for  difference  between  HMO  and  FFS 
proport I ons 

[c]  p<.05  for  difference  between  S/HMO  and  HMO 
proport Ions 

The  dramatic  difference  in  Brooklyn  indicates  that  because 
Elderplan  enrol  lees  had  limited  primary  care  physician 
access  (I.e.,  only  one  small  physician  group)  in 
order  to  join   this  S/HMO,  they  would  almost  certainly 
have  to  give  up  their  usual  source  of  care,  if  they  had 
one.   Second,  not  having  a  usual  source  of  care  is 
associated  with  being  in  better  health  and  thus  having 
a  weaker  bond  with  medical  services. 


Reflected  in  these  data  are  certain  market-spec  I f Ic 
demographic  differences  between  S/HMO  enrol  lees 
enrol  lees,  and  Medicare  f ee-for-serv ice  benefic 
may  be  useful  from  the  perspective  of  marketing 
research : (2) 


TEFRA  HMO 
ar I es  that 


Med Icare  P I  us  II  (I.e.,  Portland)  enrol  lees 
tended  to  be  older,  less  we  I  I  educated  and  have 
lower  Incomes  than  either  TEFRA  HMO  or  fee- 
for-service  Medicare  beneficiaries.   For 
example,  45  percent  of  Medicare  Plus  II 
enrol  lees  had  not  graduated  from  high  school, 
compared  to  24  percent  of  HMO  enrol  lees,  and 
28  percent  of  f ee-for-serv I ce  beneficiaries. 
Only  8  percent  of  Medicare  Plus  II  enrol  lees 
had  incomes  of  $25,000  or  more,  compared  to 
17  percent  of  HMO  enrol  lees,  and  17  percent 
of  f ee-for-serv ice  respondents. 


2  All  differences  between  S/HMO  enrol  lees,  recent  TEFRA 
enrol  lees,  and  f ee-for-serv Ice  Med icare  beneficiaries  are 
statistically  significant,  p<.05. 


A  greater  percentage  of  SHP  (i.e.,  Long  Beach) 
enrol  lees  lived  alone  (43  percent)  than  among 
HMO  (35  percent)  or  f ee-f or-serv i ce  (34 
percent)  beneficiaries.  While  50  percent  of 
S/HMO  enrol  lees  were  75  or  older,  only  38 
percent  of  f ee-f or-serv Ice  beneficiaries  and 
33  percent  of  HMO  enrol  lees  were  older  than 
75.  Hispanic  Medicare  beneficiaries  appear  to 
have   been  disproportionately  attracted  to 
SHP's  TEFRA  HMO  competition  (i.e.,  15.7 
percent  of  TEFRA  HMO  respondents  were 
Hispanic  compared  to  only  2  percent  of 
S/HMO  enrol  lees  and  4  percent  of  fee-for- 
service  respondents).   Both  SHP  and  Long 
Beach  TEFRA  enrol  lees  tend  to  have  lower 
incomes  than  f ee-for-serv ice  Medicare 
beneficiaries.   While  45  percent  of  S/HMO 
enrol  lees  and  38  percent  of  HMO  enrol  lees  had 
incomes  of  less  than  $10,000,  23  percent  of 
f ee-f or-serv ice  beneficiaries  fell  in  this 
Income  level.  S/HMO,  HMO,  and  f ee-f or-serv I ce 
respondents  seem  to  have  similar  educational 
I  eve  I s . 

In  the  Twin  Cities,  f ee-f or-serv Ice  beneficiaries 

tend  to  have  lower  incomes  than  either 

Seniors  Plus  or  TEFRA  HMO  enrol  lees.  Only  24 

percent  of  S/HMO  enrol  lees  report  incomes 

under  $10,000  compared  to  27  percent  of  HMO 

enrol  lees  and  33  percent  of  f ee-for-serv ice 

beneficiaries.   Both  S/HMO  and  TEFRA 

enrol  lees  are  also  less  likely  to  live  alone 

and  more  likely  to  live  with  a  spouse  than 

are  Twin  Cities'  f ee-for-serv ice  Medicare 

beneficiaries.  While  34  percent  of  S/HMO 

enrol  lees  were  over-75,  an  estimated  51 

percent  of  Twin  Cities'  f ee-for-serv ice 

beneficiaries  were  75  or  older. 
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How  aware  were  Medicare  beneficiaries  of  the  S/HMO 
alternative  to  traditional  f ee-for-serv ice  Medicare  and 


TEFRA  risk-based  prepaid  heaith  plans  ?  How  did 
Medicare   beneficiaries  become  aware  of  the  S/HMO 
alternative?  Why  did  Medicare  beneficiaries  choose  to   Jo  1 n 
a  S/HMO  ? 

With  the  exception  of  Elderplan,  the  other  three  demonstration 
sites  appear  to  have  enrolled  a  percentage  of  severely  and 
moderately  impaired  enrol  lees  that  is  greater  than  the  estimated 
distribution  of  Impairment  among  f ee-for-serv I ce  beneficiaries  in 
Portland,  Long  Beach,  and  the  Twin  Cities.   Especially  when 
compared  to  persons  who  enrolled  in  TEFRA  HMO  competitors,  the 
S/HMOs  appear  to  have  enrolled  even  a  greater  percentage  of 
moderately  impaired  persons. 

These  data  are  problematic  from  two  perspectives.   First,  this 
finding  may  indicate  a  favorable  selection  bias  among  the  S/HMOs' 
TEFRA  competition  with  respect  to  enrolling  persons  whose 
functional  status  levels  approximate  the  distribution  of 
functional  status  in  the  market  area. 

Second,  these  data  illustrate  the  difficulty  faced  by  the  S/HMOs 
In  differentiating  their  product  from  TEFRA  HMO  competitors: 

•  To  the  extent  that  the  S/HMOs  place  undue  emphasis  on 
promoting  the  unique  chronic  care  benefits  package, 
they  risk  Increasing  the  probability  that 
disproportionate  numbers  of  severely  or  moderately 
impaired  Medicare  beneficiaries  will  be  attracted  to 
the  S/HMO  (I.e.,  encourage  adverse  selection).  This 
could  especially  be  the  case  if  queuing  was  not  allowed 
or  ellglbljity  criteria  for  chronic  care  benefits  were 
re  I  axed . 

•  On  the  other  hand,  to  the  extent  that  the  S/HMOs  avoid 
promoting  their  plan's  chronic  care  benefits,  they  may 
fall  to  differentiate  their  product  from  existing 
Medicare  prepaid  health  plan  alternatives  (e.g.,  to  the 
public,  a  S/HMO  looks  no  different  than  a  TEFRA  HMO) 
and  with  generally  higher  premiums  fail  to  meet  break- 
even enrollment  levels. 


Awareness  of  Medicare  prepaid  health  plan  alternatives  Is  a 
necessary  condition  for  deciding  to  choose  to  join  such  a  plan. 
Survey  findings  from  the  evaluation  of  17  Medicare  competition 
demonstrations  located  throughout  the  country  showed  that  53 
percent  of  f ee-for-serv ice  Medicare  beneficiaries  who  were  not 
enrolled  in  HMOs  but  lived  In  market  areas  with  Medicare  HMOs 
were  aware  that  the  HMO  option  was  available  to  them  (Brown, 
Ciemneckl,  and  Langwell,  1987).  Prepaid  health  plans  entering  the 
Medicare  market  must  design  marketing  materials  that  1)  provide 
information  on  the  HMO  concept,  generally;  and  2)  emphasize  the 
particular  advantages  of  the  specific  package  offerred  by  the 
HMO. 

As  measured  In  the  S/HMO  evaluation,  HMO  awareness  in  the  mature 
competitive  Twin  Cities  and  Long  Beach  markets  was  much  higher 
than  53  percent.  An  estimated  78  percent  of  Twin  Cities  and  76 
percent  of  Long  Beach  f ee-for-serv I ce  beneficiaries  were 
cognizant  of  HMOs. (3) 

By  contrast,  59  percent  of  Portland  f ee-for-serv i ce  respondents 
recognized  the  concept  of  an  HMO,  although  72  percent  of  these 
persons  reported  hearing  about  Kaiser  Medicare  Plus  I,  the 
Portland  TEFRA  HMO  "market  leader."   in  this  study,  "market 
leader"  is  defined  as  the  TEFRA  risk-contract  HMO  with  the 
largest  enrollment  at  the  time  of  the  survey.   This  finding 
speaks  to  the  dominance  of  KP  in  this  market  and  to  the 
relatively  recent  emergence  of  prepaid  health  plan  alternatives 
in  Portland  serving  the  Medicare  population. 

Only  an  estimated  38  percent  of  Brooklyn  Medicare  beneficiaries 
knew  about  the  HMO  concept.   This  finding  reflects  the  newly 
competitive  nature  of  the  New  York  City  market  with  respect  to 
the  Introduction  of  prepaid  health  plan  alternatives  for  both 
Medicare  beneficiaries  and  persons  under-65  years  of  age. 


These  findings  on  awareness  or  prepaid  health  plan 
alternatives  and  choice  of  the  S/HMOs  are  based  on 
telephone  interviews  with  4188  S/HMO,  TEFRA  HMO,  and  fee- 
for-servlce  Medicare  beneficiaries  drawn  from  the  larger 
fee-for-servlce  and  TEFRA  HMO  samples  and  S/HMO  population 
described  In  Footnote  1. 
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In  the  Twin  Cities  and  Long  Beach,  S/HMO  members,  recent  TEFRA 
enrol  lees,  and  f ee-f or-serv i ce  beneficiaries  had  approximately 
the  same  levels  of  awareness  of  the  trade  name  of  the  TEFRA 
market  leader  (i.e.,  around  75  percent  in  Long  Beach  and  89 
percent  in  the  Twin  Cities).   However,  in  Portland  only  an 
estimated  42  percent  of  S/HMO  enrol  lees  could  identify  Medicare 
Plus  I,  while  89  percent  of  recent  Portland  TEFRA  HMO  enrol  lees 
could  identify  Medicare  Plus  I  from  a  list  of  risk-contracts 
marketed  In  Multnomah  County.  Respondents  were  not  asked  if  they 
were  aware  of  the  plan  they  joined. 

On  one  hand,  it  is  difficult  to  understand  this  result,  as 
approximately  2,400  S/HMO  enrol  lees  were  Kaiser  cost  contract 
converts  and  ostensibly  should  have  been  aware  of  the  Kaiser 
TEFRA  risk-contract  alternative.   On  the  other  hand,  during  the 
period  when  Kaiser  actively  marketed  the  S/HMO  In  Multnomah 
County,  it  did  not  promote  the  Medicare  Plus  I  TEFRA  product. 
Kaiser  consciously  decided  not  to  market  two  competing  Medicare 
products  until  the  projected  S/HMO  enrollment  of  4,000  members 
was  met.   Thus,  it  is  possible  that  relatively  few  Portland  fee- 
for-servlce  Medicare  beneficiaries  were  likely  to  have  heard  of 
Med  I  care  Plus  I . 

Compared  to  TEFRA  market  leaders,  awareness  of  the  S/HMO  among 
recent  TEFRA  enrol  lees  and  f ee-f or-serv Ice  beneficiaries  was 
lower,  considerably  so  in  Long  Beach  and  Portland.  In  the  Twin 
Cities,  awareness  of  Seniors  Plus  was  high;  an  estimated  65 
percent  among  persons  joining  a  TEFRA  HMO  competitor  and  70 
percent  among  f ee-for-serv Ice  beneficiaries.  In  Long  Beach,  43 
percent  of  f ee-for-serv i ce  and  47  percent  of  HMO  enrol  lees 
acknowledged  hearing  about  SHP .   While  in  Portland,  38  percent  of 
fee-for-serv ice  and  55  percent  of  HMO  enrol  lees  recognized 
Medicare  Plus  II.    Unfortunately,  due  to  an  oversight  In  data 
collection  procedures,  we  cannot  estimate  what  percentage  of 
Brooklyn  fee-for-serv ice  Medicare  beneficiaries  were  aware  of 
E  I  derp I  an . 

Survey  data  also  indicate  that  across  all  markets,  the  sources  of 
Information  having  the  greatest  Influence  on  Medicare 
beneficiaries  choosing  the  S/HMO  were  consistently  different  than 
among  beneficiaries  choosing  HMOs : 
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•  In  the  Twin  Cities,  Long  Beach,  and  Portland,  word-of-mouth 
from  friends  and  relatives  was  overwhelmingly  Medicare 
beneficiaries'  most  influential  source  of  information 

in  the  TEFRA  enrollment  decision.   Among  the  S/HMOs,  17 
percent  of  Seniors  Plus,  24  percent  of  SHP ,  26  percent 
of  Medicare  Plus  II,  and  30  percent  of  Elderplan 
enrol  lees  found  word-of-mouth  to  be  most  influential  in 
their  decision  to  join  a  S/HMO.  By  contrast,  70  percent 
of  Twin  Cities,  59  percent  of  Long  Beach,  and  49 
percent  of  Portland  TEFRA  HMO  enrol  lees  were  convinced 
to  join  a  prepaid  health  plan  by  friends  and  relatives. 

•  The  predominant  way  in  which  S/HMO  enrol  lees  report 
finding  out  about  the  demonstration  was  mass  marketing 
campaigns  (i.e.,  direct  mail  and  telemarketing).   55 
percent  of  Seniors  Plus,  45  percent  of  Medicare  Plus 
II,  and  37  percent  of  Elderplan  enrol  lees  cited  direct 

mail,  telemarketing,  and  Individual  meetings  with  plan 
sales  representatives  as  most  influential  in  their 
enrollment  decision.   At  SHP,  in  addition  to  21  percent 
of  respondents  acknowledging  these  marketing  approaches 
as  most  influential  In  their  decision  to  enroll,  an 
additional  18  percent  stated  that  plan  advertisements 
convinced  them  to  enroll. 

These  findings  about  Medicare  beneficiaries'  awareness  of  the 
S/HMOs  and  the  sources  reported  as  most  influential  in  the 
enrollment  decision  are  consistent  with  how  the  demonstration 
sites  promoted  and  sold  the  S/HMO  during  the  first  24  months  of 
the  demonstration. 

•  In  marketing  their  demonstrations,  Elderplan  and 
Medicare  Plus  II  did  not  actively  promote  the  chronic 
care  services  component  of  the  S/HMO  but  chose  to  sell 
the  demonstration  as  a  comprehensive  prepaid  health 
plan.   Seniors  Plus  and  SHP  did  Initially  emphasize  the 
S/HMOs'  chronic  care  benefits  in  their  marketing 

I  I terature. 

These  marketing  strategies  were  logical.   Awareness  of 
the  HMO  concept  was  relatively  low  among  Brooklyn 
seniors.  Since  Elderplan  faced  no  TEFRA  competition 
during  its  first  24  months  of  operations,  marketing 
resources  were  better  spent  Informing  persons  about  the 
general  advantages  of  prepaid  health  care  than 
promoting  the  unique  features  of  the  S/HMO  model. 
Similarly  Medicare  Plus  It's  desire  to  have  the  S/HMO 
product  be  consistent  with  KP ' s  corporate  objectives 
argued  for  treating  the  S/HMO  simply  as  a  another 
option  for  seniors  that  Kaiser  was  willing  to  stand 
squarely  behind. 
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•    By  contrast,  SHP  and  Seniors  Plus  recognized  that  in  their 
mature  competitive  markets,  the  S/HMO  concept  would 
somehow  have  to  be  clearly  differentiated  from  TEFRA 
HMO  alternatives  if  it  was  to  sell.  Promoting  the 
availability  of  chronic  care  services  is  one  way  to 
differentiate  the  S/HMO  from  other  prepaid  Medicare 
a  I ternat I ves . 

SHP  and  Seniors  Plus  faced  a  greater  marketing  challenge 
than  the  other  demonstration  sites.  In  the  Twin  Cities 
and  Long  Beach,   the  S/HMO  demonstration  was  introduced 
in  mature  competitive  markets  where  other  HMOs  already 
offered  Medicare  beneficiaries  additional  non-covered 
services  (e.g.,  prescription  drugs)  at  competitive 
prices.   Based  upon  enrollments  to  date,  it  appears 
that  neither  SHP  nor  Seniors  Plus  has  successfully 
accomplished  this  positioning  objective. 

The  way  in  which  the  demonstrations  advanced  the  chronic  care 
services  part  of  the  S/HMO  model  has  made  it  difficult  to  explore 
the  fundamental  question  of  consumer  interest  in  long-term  care 
services  within  the  framework  of  a  comprehensive  prepaid  health 
plan.   The  role  that  may  have  been  played  by  the  chronic  care 
services  benefit  package  in  Influencing  enrollment  is  only 
partially  revealed  In  the  analysis  of  data  as  to  why  Medicare 
beneficiaries  joined  a  S/HMO. 

The  most  important  reasons  given  by  S/HMO  enrol  lees  for  Joining 
the  four  demonstrations  are  simi  lar  across  sites  and  are 
distinctly  different  than  the  principal  reason  given  by  Medicare 
beneficiaries  who  could  have  joined  the  S/HMOs  but  decided  to 
enroll  in  a  TEFRA  HMO  competitor  instead.   At  a  I  I  sites,  the 
opportunity  to  get  more  benefits  was  the  dominant  reason  persons 
Joined  the  S/HMO  demonstrations  (64  percent  Seniors  Plus;  38 
percent  Medicare  Plus  II;  35  percent  Elderplan  and   36  percent 
Long  Beach).   By  contrast,  TEFRA  HMO  enrol  lees  explicitly  related 
price  to  coverage  considerations  as  their  most  frequently 
occurlng  reason  for  enrolling  (37  percent  Long  Beach;  30  percent 
Portland;  and  24  percent  Twin  Cities).   In  addition,  15  percent 
of  Portland  and  16  percent  of  Long  Beach  TEFRA  enrol  lees  cited 
only  lower  premiums  as  the  major  reason  they  joined  a  Medicare 
prepaid  health  plan  alternative. 

The  evaluation  has  no  direct  empirical  evidence  as  to  whether 
Medicare  beneficiaries  who  joined  a  S/HMO  primarily  because  of 
additional  benefits  were  especially  attracted  because  of  chronic 
care  services  availability  or  because  of  expanded  services  not 
covered  by  Medicare  or  available  HMO  alternatives  (e.g., 
prescription  drugs). 
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Across  all  four  sites,  at  least  95  percent  of  S/HMO  respondents 
knew  that  their  demonstrations  provided  prescription  drug 
benefits.   Regarding  prescription  drug  insurance  coverage  among 
TEFRA  HMO  enrol  lees  and  f ee-for-serv ice  beneficiaries,  the 
percentage  of  respondents  stating  they  had  such  coverage  ranged 
as  f o I  I ows : 

HM0(%)     FFS(%) 

+     Portland 
+     Long  Beach 
+     Tw I n  C I t I es 

[b]  p<.05  for  difference  between  HMO  and  FFS 
proport  ions 

These  data  indicate  that  S/HMO  enrol  lees  do  perceive  a 
superiority  in  coverage  of  non-chronic  care  services  not  covered 
by  Medicare  when  compared  to  available  HMO  alternatives  or  fee- 
f or-serv I ce. 

By  comparison,  between  85  to  94  percent  of  S/HMO   enrol  lees  knew 
they  had  expanded  nursing  home  and  home  care  benefits  whi  le  among 
TEFRA  HMO  and  f ee-for-serv I ce  Medicare  beneficiaries  awareness 
about  chronic  care  services  coverage  ranged  as  follows: 

S/HMO (%)   HMO ( % )     FFS(%) 


+  Portland  90.6  [a]  61.9  [c]  34.0  [b] 

+  Long  Beach  93.9  [a]  58.5  [c]  38.4  [b] 

+  Twin  Cities  91.9  [a]  48.7  [c]  36.1  [b] 

+  Brooklyn  84.7  [c]  -  28.8 

[a]  p<.05  for  difference  between  S/HMO  and  FFS 
proport  ions 

[b]  p<.05  for  difference  between  HMO  and  FFS 
proport Ions 

[c]  p<.05  for  difference  between  S/HMO  and  HMO 
proport  ions 
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The  finding  that  between  49  to  62  percent  of  TEFRA  HMO  and  29  to 
38  percent  of  f ee-f or-serv Ice  Medicare  beneficiaries  believed 
they  had  chronic  care  services  available  under  their  current 
coverage  is  evidence  of  possible  confusion  over  the  coverage 
limits  of  standard  Medicare  SNF  and  home  health  care  benefits. 
Interviews  with  representatives  of  the  S/HMOs'  TEFRA  HMO 
competitors  indicate  that  the  way  in  which  some  of  these  HMOs 
described  their  Medicare  SNF  and  home  health  benefits  in  their 
marketing  literature  conveyed  the  impression  of  more  long  term 
care  coverage  than  was  actually  available.   For  example,  HMOs 
correctly  advertise  payment  in  full  for  Medicare  SNF  and  home 
health  care  benefits  but  do  not  effectively  point  out  that  these 
benefits  do  not  include  chronic  care.   This  finding  provides 
evidence  of  the  difficulty  S/HMOs  face  in  positioning  their 
product  using  chronic  care  services  benefits  to  differentiate 
themselves  In  the  marketplace. 

While  there  Is  no  direct  way  of  discerning  whether  offering 
chronic  care  services  influenced  beneficiaries  to  join  a  S/HMO, 
there  are  at  least  three  data  elements  Indicating  that  the 
availability  of  chronic  care  services  was  not  a  leading  factor  in 
the  S/HMO  enrollment  decision.  First,  at  the  time  of  the  survey 
no  more  than  16  percent  of  S/HMO  enrol  lees  reported  considering  a 
nursing  home  admission  as  very  likely  in  the  next  three  years. 
S/HMO  enrol  lees  were,  however,  more  likely  to  view  themselves  "at 
risk"  of  Institutionalization  than  their  HMO  or  f ee-f or-serv ice 
counterparts.   Second,  among  S/HMO  enrol  lees,  the  actual  use  of 
chronic  care  services  such  as  a  homemaker ,  an  adult  day  care 
center,  or  a  visiting  nurse  did  not  exceed  3  percent  across  the 
four  sites.   Thus,  the  actual  demand  for  these  services  among 
S/HMO  members  at  the  time  the  enrol Iment  decision  was  made  was 
low  and  was  lower  than  the  S/HMOs'  projected  in  their 
demonstration  protocols.  Finally,  the  survey  found  that  there 
were  no  statistically  significant  differences  in  Brooklyn,  Long 
Beach,  and  the  Twin  Cities  between  S/HMO  enrol  lees,  HMO,  and  fee- 
for-service  beneficiaries  in  their  likelihood  of  considering  the 
purchase  of  long-term  care  insurance. 

In  Portland,  the  survey  found  that  S/HMO  members  were  less  likely 
than  HMO  and  f ee-for-serv ice  beneficiaries  to  consider  purchasing 
long-term  care  insurance,  although  across  the  four  demonstrations 
consideration  of  long-term  care  insurance  was  similar  (I.e., 
Medicare  Plus  I  I ,  37  percent;  SHP ,  39  percent;  Elderplan, 
41  percent;  and  Seniors  Plus,  45  percent). 
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V I  .   Case  Management  in  the  S/HMO  Demonstrations 

A .   What  are  the  effects  of  different  case  management  policies 
and  practices  on  enrol  lees'  eligibility  and  use  of  the 
S/HMOs'  chronic  care  benefits? 

In  the  S/HMO  concept,  the  role  and  authority  of  the  case  manager 
was  envisioned  as  much  broader  than  the  case  manager's  role  in 
Department  of  Health  and  Human  Services'  supported  community- 
based  care  and  channeling  demonstrations.   In  these  exclusively 
long  term  care  demonstrations,  the  case  managers'  role  focused 
primarily  on  screening/assessment  and  the  coordination  and/or 
provision  of  community-based  care.   in  the  S/HMO,  the  case 
managers  were  to  have  primary  responsibility  for  administering 
the  chronic  care  benefit  package,  monitoring  the  use  of  chronic 
care  and  the  budget  for  these  services  with  final  authority  over 
chronic  care  resource  allocation. 

HCFA  placed  no  restrictions  on  the  S/HMO  demonstrations 
concerning  which  members  should  be  eligible  to  receive  chronic 
care  benefits.   The  primary  reason  for  giving  the  demonstrations 

latitude  In  defining  eligibility  for  the  chronic  care  benefit  was 
to  test  how  services  could  best  be  targeted  to  functionally 

Impaired  enrol  lees  within  a  services  package  that  had  a  budgetary 
constra I nt . 

Ultimately,  the  decision  regarding  eligibility  for  chronic  care 
benefits  was  linked  to  the  modified  AAPCC  reimbursement  rate 
negotiated  with  HCFA.  This  modification  paid  the  S/HMOs  100 
percent  of  the  modified  Institutional  AAPCC  rate  for  persons 
certified  "at  risk"  of  Institutionalization  who  resided  in  the 
community  (i.e.,  the  NHC  group).   In  conjunction  with  a 
screening/assessment  process  discussed  below,  the  S/HMOs  used 
their  respective  State's  nursing  home  certification  screening 
form  to  establish  that  a  person  should  be  classified  as  NHC,  thus 
allowing  the  S/HMO  to  receive  an  institutional  rate  of  payment 
from  HCFA  for  these  persons. 

Even  though  this  higher  rate  of  payment  is  related  to  higher 
projected  acute  care  costs  (i.e.,  the  AAPCC  represents  the 
projected  costs  for  standard  Part  A  and  Part  B  Medicare  benefits 
if  that  HMO/CMP  enrol  lee  had  remained  In  f ee-f or-serv Ice) ,  it  is 
reasonable  to  assume  that  NHC  enrol  lees  are  most  likely  to  need 
and  receive  chronic  care  services.   However,  S/HMOs  could  provide 
chronic  care  services  to  members  who  were  not  certified  as  NHC 
(i.e.,  enrol  lees  who  may  be  severely  or  moderately  impaired  but 
not  certified  "at  risk"  of  institutionalization). 
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To  determine  eligibility  for  chronic  care  benef.its  regardless  of 
an  enrol  lee's  NHC  status,  each  new  S/HMO  enrol  lee  receives  a 
Health  Status  Form  (HSF)  by  mail  which  asks  questions  concerning 
the  member's  health  status,  functional  limitations,  prior  and 
current  use  of  acute  and  long  term  care  services,  and  soclo- 
demographic  characteristics.   Case  managers  review  these  forms 
and  conduct   a  follow-up  telephone  screen  to  obtain  missing 
Information  or  clarify  responses.   As  case  management  caseloads 
grew,  telephone  screens  were  conducted  less  frequently. 

The  HSF  is  used  to  make  an  initial  determination  about 
eligibility  for  chronic  care  services.   At  all  sites,  members 
classified  as  unimpaired  or  mildly  impaired  using  the  HSF  data 
are  not  eligible  for  chronic  care  benefits  or  case  management 
unless  their  health  or  functional  status  declines  at  a  later 
date . 

The  final  determination  of  chronic  care  services  eligibility  was 
made  through  case  managers'  use  of  an  in-person  Comprehensive 
Assessment  Form  (CAF).  The  CAF  Is  a  standardized  Interview 
protocol  covering  much  of  the  same  information  as  the  HSF  but  In 
greater  depth  and  breadth.   The  CAF  is  sufficiently  detailed  to 
generate  the  Information  necessary  to  meet  the  different  State 
nursing  home  certification  requirements  of  the  four  sites. 

While  the  S/HMO  case  managers  used  a  standardized  CAF  (i.e.,  key 
data  items  were  the  same  at  all  sites),  except  for  a  small  group 
of  very  disabled  HSF  respondents,  they  did  not  fully  standardize 
the  selection  of  members  to  whom  the  form  was  administered.   At 
Medicare  Plus  II,  CAFs  were  conducted  by  a  case  manager  on  a  I  I 
new  enrol  lees  who  were  bed  bound  or  needed  assistance  with  two  or 
more  activities  of  dally  living  as  Indicated  by  HSF  responses.  At 
the  other  three  sites,  somewhat  less  restrictive  criteria  were 
used  (i.e.,  bedbound  and/or  one  or  more  activities  of  dally 
I  I v  i  ng  I im  i  tat  Ions) . 

In  addition,  Seniors  Plus  and  SHP ,  which  elected  to  provide 
chronic  care  benefits  to  moderately  Impaired  members,  were 
required  by  their  demonstration  protocols  to  complete  a  CAF  on 
such  persons  prior  to  authorizing  services.   At  all  of  the  sites, 
CAFs  were  administered  to  members  who  a  case  manager  judged  to  be 
in  need  of  services  after  reviewing  specific  responses  to 
selected  HSF  questions  (e.g.,  a  proxy  respondent  reporting  that 
the  member  had  severe  memory  loss). 
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Figure  9  shows  the  criteria  each  site  used  to  determine  the  NHC 
status  of  their  enrol  lees.   The  four   demonstrations  can  be 
placed  on  a  continuum  ranging  from  the  most  restrictive  to  the 
least  restrictive  in  determining  eligibility  for  chronic  care 
benefits  and/or  case  management  services.  Among  the  four  sites, 
Kaiser's  Medicare  Plus  II  used  the  most  restrictive  criteria  for 
eligibility  to  receive  chronic  care  benefits  while  SHP  used  the 
least  restrictive  criteria.   Figure  10   summarizes  this 
eligibility  continuum. 

Given  the  differences  among  the  sites  In  the  selection  of 
eligibility  criteria  and  in  the  procedures  for  conducting 
health  and  functional  status  assessments,   the  four  S/HMOs  vary 
considerably  in  the  groups  of  S/HMO  enrol  lees  that  have  been 
permitted  access  to  chronic  care  services.   Table  5  shows  the 
number  and  proportion  of  S/HMO  members  who  were  in  the  NHC  group 
who  were  receiving  chronic  care  services  and  members  who  received 
only  case  management  services  during  the  fourth  quarters  of  1985 
and  1986. 

Medicare  Plus  II  projected  that  only  5  percent  of  its  membership 
would  be  NHC  and  only  NHC  enrol  lees  would  receive  chronic  care 
services.  By  the  fourth  quarter  1986,  the  S/HMO  had  4,300 
members;  6.7  percent  were  NHC  but  only  4.6  percent  or  67  percent 
were  receiving  chronic  care  services.  Another  4  percent  of 
members  received  case  management  services  only  (i.e.,  periodic 
monitoring).   The  proportion  of  NHC  members  was  larger  than  the 
proportion  of  members  receiving  chronic  care  services  for  two 
reasons.   First,  the  Informal  caregivers  of  some  NHC  members 
provided  all  needed  services.   Second,  during  the  first  24  months 
of  the  demonstration  there  was  an  anomaly  in  the  the  State  of 
Oregon's  NHC  criteria  which  qualified  several  Incontinent 
Medicare  Plus  II  members  as  NHC  who  did  not  actually  need 
serv  ices . 

At  Elderplan,  the  actual  case  mix  of  functionally  impaired 
persons  receiving  chronic  care  benefits  was  considerably  less 
than  projected  in  Its  demonstration  protocol.   Elderplan 
projected  that  13.8  percent  of  its  members  would  be  Impaired  and 
using  chronic  care  services  at  any  given  time.   Of  the  four 
sites,  Elderplan's  was  the  highest  projected  use  of  chronic  care 
benefits.   By  the  fourth  quarter  1986,  the  S/HMO  had  2,502 
members;  4.1  percent  were  NHC  and  only  2.9  percent  were  receiving 
chronic  care  services  (I.e.,  approximately  71  percent  of  NHC 
members  were  receiving  chronic  care  services).  Another  2.6 
percent  received  only  case  management. 
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figure  9 
VARIABLES  INCLUDED  ON  THE  NURSING  HOME  CERTIFICATION  FORM  AT  THE  S/HMO  SITES 


Activities  of  Dally  Living 
Eating/Feeding 
Toileting 
Bathing 

Dressing  and  Grooming 
Transferring 

Continents 

Bladder  Incontinence 
Bowel  Incontinence 

Mnhll 1ty 

Ambulation 

Wheeling 

Need  for  Restraint 

Sensory  Impairment. 
Vision 
Hearing 
Communication 

Psychobehavloral  Prohlems 
Disoriented 
Judgment 
Regressive 
Agitated 
Restraint  Order 
Hallucination 
Depression 
Abusive 
Assaultive 
Wandering 

Nursing  Cars  and  Therapy[e] 
Parenteral  Meds 
Inhalation  Treatment 
Oxygen 
Suctioning 
Ascetic  Dressing 
Lesion  Irrigation 
Cath/Tube  Irrigation 
Ostomy  Care 
Parenteral  Fluids 
Tube  Feeding 

Bowel/Bladder  Rehabilitation 
Bedsore  Treatment 
Indwelling  Catheter 
Other  (Describe) 
Minor  Skin  Care  and  Dressing 
Intake  and  Output 
Vital  Signs  Every  Four  Hours 
Special  Diet 
Health  Cond1t1onf 

Other  Service  Needs 
Rehab  Services 
Medications 
Skilled  Therapy 


Medicare  SCAN 

Plus  II     Flderplan    Seniors  Plus Health  Plan 


X 
X 
Xtc] 


X[d) 

X 

X 

X 

X 

X 

X 
X 


Xlb] 
X[b] 
X 


X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 

-x 

X 
X 
X 
X 
X 


[a]Called  •mobility'  1n  Medicare  Plus  II. 

[b]V1s1on  and  hearing  were  combined  Into  one  item. 

[c]In  Elderplan,  the  variable  was  "speech1,  but  some  of  the  categories  were  similar  to  those  used  at 
the  other  sites  1n  the  variable  called  'communication.' 

[d]Th1s  variable  was  called  'alert'  1n  Elderplan;  1t  1s  not  clear  how  comparable  1t  1s  to 
'orientation.' 

[e]In  order  to  categorize  any  Individual  as  nursing  home  certifiable,  points  were  assigned  to  cate- 
gories of  these  variables.  However,  each  site's  scoring  system  varied,  so  't  '.as  very  difficult  to 
compare  total  scores  derived. 

[£]For  Medicare  Plus  II,  this  measure  of  the  frequency  of  nursing  assistance  required  is  noted  under 
health  conditions  Including  the  specific  nursing  and  therapies  Itemized  on  other  site  forms. 
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Seniors  Plus  projected  that  4.3  percent  of  its  members  would  be 
NHC  but  that  8.5  percent  of  enrol  lees  would  receive  chronic  care 
benefits.   This  reflected  this  S/HMO's  orientation  of  using 
chronic  care  services   as  a  form  of  tertiary  prevention  to 
forestall  further  deterioration  of  moderately  or  severely 
impaired  members  to  NHC  status.   By  the  fourth  quarter  1986,  the 
S/HMO  had  1,688  members;  7.2  percent  of  enrol  lees  were  NHC;  11 
percent  of  the  members  were  receiving  chronic  care  services;  and 
an  additional  8.2  percent  of  members  received  case  management 
on  iy . 

SHP  shared  Seniors  Plus'  prevention-oriented  chronic  care 
services  delivery  strategy  and  projected  that  a  larger  proportion 
of  Its  membership  would  receive  chronic  care  services  (10.0 
percent)  than  would  be  NHC  (4.0  percent).   Similar  to  Seniors 
Plus,  actual  membership  was  more  Impaired  than  anticipated.   By 
the  fourth  quarter  1986,  SHP  had  2,061  members;  5.5  percent  were 
NHC;  12.1  percent  were  receiving  chronic  care  services;  and  7.9 
percent  received  case  management  monitoring  only. 

B .    What  were  the  primary  roles  of  S/HMO  case  managers?  Did 

S/HMO  case  managers  perform  similarly  across  sites?  How  much 
did  S/HMO  case  management  cost? 

A  number  of  the  roles  of  the  S/HMO  case  managers  were  similar 
across  sites  and  tended  to  reflect  traditional  long  term  care 
case  management  functions  (e.g.,  assessment,  care  planning,  and 
service  arrangement).  During  the  fourth  quarter  1986,  the  average 
caseload  per  full  time  equivalent  case  manager  was:  Elderplan, 
45;  Medicare  Plus  II,  70;  SHP,  80,  and  Seniors  Plus,  100. 

In  large  part,  the  roles,  responsibilities,  and  authority  given 
to  the  case  management  component  of  the  S/HMO  were  determined  by 
the  organizational  model.   The  organizational  model  was  the  key 
determinate  of  the  case  management  department's  link  to  the 
larger  S/HMO  delivery  system: 

o    The  major  difference  In  case  management  practices 
between  the  established  HMO  and  long  term  care 
organization  S/HMO  models  concerned  the  degree  of 
Involvement  of  S/HMO  case  managers  In  monitoring  acute 
care  ut I  I  I zat  ion . 
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The  two  S/HMOs  affiliated  with  existing  HMOs  (i.e., 
Medicare  Plus  II  and  Seniors  Plus)  chose  to  leave 
primary  responsibility  and  control  over  acute  care 
utilization  (i.e.,  hospital  and  post-hospital  SNF  and 
home  health  care)  to  Kaiser  and  Group  Health,  Inc., 
utilization  review  and  discharge  planning  staff.   The 
long  term  care  organizations  which  created  new  prepaid 
health  plans  (i.e.,  SHP  and  Elderplan)  attempted  to 
gain  control  over  acute  care  utilization   by  assigning 
part  of  the  utilization  review  and  discharge  planning 
responsibilities  to  the  case  management  component  of 
the  S/HMO. 

At  all  sites,  the  case  managers  were  responsible  for 
coordinating  the  fairly  comprehensive  array  of 
institutional  and  community-based  long  term  care 
services  constituting  the  chronic  care  benefits 
package.   All  sites  emphasized  involving  and  supporting 
Informal  caregivers.   Face-to-face  meetings  or 
telephone  calls  were  conducted  with  caregivers  to 
negotiate  care  plans,  explain  benefits  and  co-payments, 
clarify  client  needs,  and  work  with  the  family  to  help 
them  accept  member  disabilities  and  provide  support  for 
careglvlng  efforts.   Most  importantly,  all  sites  had 
written  guidelines  specifying  that  no  chronic  care 
services  could  be  authorized  without  first  exploring 
the  availability  of  and  potential  help  from  informal 
careg  i  vers . 

In  monitoring  chronic  care  services  and  allocating 
resources,  the  demonstration  protocol  called  for  case 
managers  to  recertify  members  as  NHC  every  3  months 
using  their  respective  State's  nursing  home 
certification  form.   Case  managers  were  also  required 
to  reassess  all  enrol  lees  receiving  chronic  care 
services  at  6  month  Intervals  using  a  scaled-down 
version  of  the  CAF .  At  most  sites,  case  managers  viewed 
formal  CAF  reassessment  as  unnecessary.   Many  case 
managers  felt  that  their  frequent  contact  with  the 
enrol  lee  and/or  their  family  provided  sufficient 
Information  for  services  monitoring  and  care  planning. 
By  the  end  of  the  second  year,  Medicare  Plus  II  and  SHP 
were  on  schedule  In  conducting  CAF  reassessments  while 
case  managers  at  Seniors  Plus  and  Elderplan  were 
running  behind  schedule. 
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•    At  each  of  the  sites,  one  of  the  primary  roles  of  case 
managers  was  resource  allocation  —  authorizing  and 
overseeing  members'  chronic  care  services  use  and 
costs.   Because  the  dollar  amount  of  chronic  care 
resources  available  was  capped,   this  task  required 
developing  a  long  term  plan  of  utilization  of  the 
chronic  care  services  to  prevent  the  enrol  lee  from 
exhausting  these  benefits. 

To  date,  it  appears  that  S/HMO  case  managers  have  been 
able  to  monitor  and  allocate  benefits  with  considerable 
success.   For  example,  during  the  fourth  quarter  1986, 
the  sites  reported  that  only  a  small  number  of  members 
had  exhausted  their  benefits:  SHP ,  0;   Medicare  Plus 
II,  1  ;  Elderplan,  4;  and  Seniors  Plus,  7.  (4) 

Finally,  Tabie  6  shows  unaudited  per  member  per  month  costs  for 
case  management.   Cross-site  comparisons  must  be  interpreted 
cautiously  because  the  sites  varied  considerably  with  respect  to 
administrative,  clerical,  and  other  support  staff  time  allocated 
to  case  management.   In  addition,  at  Medicare  Plus  II  and  Seniors 
Plus,  reported  case  management  costs  did  not  include  those 
expenses  associated  with  services  performed  on  S/HMO  enrol  lees  by 
HMO  personnel  such  as  utilization  review  and  discharge  planning. 


Medicare  Plus  II  has  had  only  1  member  exhaust  their 
chronic  care  services  eligibility  by  using  100  days  of 
nursing  home  care  In  a  single  spell  of  Illness.   No 
members  have  used  their  $12,000.   To  date,  6  members 
had  exhausted  their  100  days  of  nursing  home  care  over 
the  course  of  their  membership. 
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Table  6 
CASE  MANAGEMENT  COSTS  IN  1985  AND  1986 


1985  Costs 

Percent  of 

1986  Costs 

Percent  of 

Site 

PMPMfa] 

Total  Budget 

PMPM[a] 

Total  Budget 

Medicare  Plus  II 

$  4.50 

1.7[b] 

$  4.50 

1.6[b] 

Elderplan 

23.91 

3.5% 

9.92 

2.2% 

Seniors  Plus 

39.27 

9.3 

9.17 

3.2 

<* 

SCAN  Health  Plan 

22.20 

4.3 

15.37 

3.9 

Source:  S/HMO  Demonstration  Quarterly  Reports,  1985,  1986.  Note:  These  are 
unaudited  data  from  the  Quaterly  Reports.  Not  all  claims  were 
submitted  when  these  reports  were  prepared  in  November  1987. 

[a]  Average  costs  per  member  per  month. 

[b]  The  Medicare  Plus  II  costs  were  based  on  the  average  adjusted  community 
rate  for  case  management  during  1985  and  1986.  Actual  case  management 
costs  reached  $6.75  pmpm  by  the  end  of  1986. 


53 


VII.  Summary  and  Conclusions 

The  findings  Included  in  this  report  and  its  technical  appendices 
cover  the  30  month  period  In  which  HCFA  consented  to  share 
financial  risk  with  the  S/HMO  demonstrations.   This  report  cannot 
provide  insights  into  the  performance  of  these  demonstrations  in 
the  absence  of  risk-sharing.  For  this  reason,  HCFA  is  reluctant 
at  this  time  to  recommend  specific  changes  in  the  Medicare 
program  that  could  facilitate  the  growth  of  the  S/HMO  concept. 
All  four  of  the  demonstration  sites  are  now  at  full  risk  for  the 
duration  of  the  Congress i ona I  I y  mandated  demonstration  period 
which  has  been  extended  by  the  Omnibus  Budget  Reconciliation  Act 
of  1987  until  September  30,  1992. 

This  extension  will  permit  HCFA ' s  evaluator  to  examine  the  cost- 
effectiveness  of  the  S/HMO  concept  with  minimal  consideration  to 
differentiating  the  negative  impacts  of  start-up  related  problems 
associated  with  new  prepaid  health  plans  from  program  impacts 
directly  related  to  the  unique  organizing  and  financing 
characteristics  of  a  S/HMO. 

The  ultimate  test  remains  as  to  whether  the  S/HMOs  can  become 
financially  viable  organizations  or  product  lines  within  larger 
prepaid  health  plan  organizations  now  that  they  have  had  to 
assume  full  financial  risk.   Will  the  S/HMOs  continue  to  reduce 
administrative  costs  and  bring  these  costs  into  line  with  more 
established  TEFRA  HMOs?   Will  they  be  able  to  control  acute  care 
utilization  and  expenditures  at  competitive  levels?  Will  S/HMO 
members  become  increasingly  functionally  impaired  with  Increasing 
long-term  care  needs  and  how  wi  I  I  the  S/HMOs  control  chronic  care 
expenditures  within  projected  budgets?   Extending  the 
demonstrations  affords  the  opportunity  to  examine  these  issues. 

This  report  has  presented  findings  primarily   related  to  the 
operational  feasibility  of  the  S/HMO  concept.  The  most  important 
observations  that  can  be  made  from  this  report  are: 

•    From  an  organizing  and  management  perspective, 

developing  the  S/HMO  concept  In  the  context  of,  or  in 
association  with,  a  mature  health  maintenance 
organization  that  has  evidenced  a  sustained  growth  and 
commitment  to   serving  Medicare  beneficiaries  is  less 
costly  and  administratively  less  complicated  than 
having  long  term  care  providers  first  develop  the  acute 
care  services  infrastructure   necessary  to  support 
S/HMO  chronic  care  benefits.  However,  results  of  the 
yet  to  be  completed  cost-effectiveness  analysis  may 
modify  this  interim  conclusion. 
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For  mature  HMOs  that  already  have  a  TEFRA  HMO  or  CMP 
contract,  there  appear  to  be  two  principal  organizing 
questions:  (1)   how  to  simultaneously  market  more  than 
one  Medicare  prepaid  health  plan  and  (2)  how  to 
integrate  the  chronic  care  services  component  of  the 
S/HMO  concept  with  existing  acute  care  delivery 
systems.  In  its  marketing  approach,  KP  purposive  I y 
minimized  the  problem  of  Medicare  product  competition. 
Seniors  Plus  did  experience  enrollment  problems  that 
can  be  associated  with   its  sponsor,  Group  Health, 
Inc.,  dually  marketing  the  S/HMO  and  a  TEFRA  HMO.  With 
much  concerted  effort  on  the  part  of  S/HMO  staff, 
problems  in  services  integration  were  not  encountered. 

Long  term  care  organizations  interested  in  developing 
the  S/HMO  concept  need  to  fully  understand  the 
considerable  staff  and  financial  resources  and  prepaid 
acute  health  care  managerial  expertise  that  is 
necessary  for  successful  S/HMO  start-up.   Based  on 
Elderplan's  and  SHP ' s  experience,  long  term  care 
providers  considering  Initiating  a  S/HMO-type  venture 
should  anticipate  the  need  for  external  assistance  to 
share  the  financial  risks  and  management  challenges  of 
such  an  organizational  Innovation. 

All  S/HMOs  were  able  to  contain  hospital  use  at  or  below 
their  own  budget  projections,  and  at  levels  below  that 
provided  to  f ee-f or-serv I ce  Medicare  beneficiaries  in  their 
commun  i  1 1 es . 

All  the  S/HMOs  lost  substantially  more  money  than  they 
expected  to  lose  during  the  developmental  phase  of  this 
demonstration.  At  three  sites  (i.e.,  Elderplan,  SHP,  and 
Seniors  Plus),  financial  losses  were  primarily 
attributable  to  high  start-up  and  administrative  costs, 
coupled  with  much  lower  than  expected  enrollments 
(I.e.,  considerably  less  revenue  than  projected).   At 
KP ' s  Medicare  Plus  II,  losses  were  related  to  providing 
Medicare  covered  services  and  not  to  providing  the 
S/HMO  chronic  care  services  benefits  where  a  surplus 
resulted. 
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As  designed  and  marketed,  with  the  exception  of  KP ,  the 
S/HMOs  experienced  difficulties  in  competing  with  available 
prepaid  health  plan  Medicare  alternatives.  Factors 
negatively  affecting  the  S/HMOs'  competitive  position  were 
price,  limitations  in  advertising  budgets,  difficulties  in 
developing  marketing  strategies  that  attempted  to  use  the 
chronic  care  services  component  of  the  S/HMO  benefit  package 
to  differentiate  the  product  from  high  option  TEFRA  HMO 
alternatives,  and  an  externally  imposed  capacity 
constraint  on  enrolling  nursing  home  certifiable 
persons  (i.e.,  as  a  condition  of  receiving  waivers, 
HCFA  allowed  only  5  percent  of  S/HMO  enrol  lees  to  be 
nursing  home  certifiable  at  enrollment). 

With  the  exception  of  Elderpian,  the  demonstration  sites 
appear  to  have  enrolled  a  representative  cross-section  of 
Medicare  beneficiaries  as  evidenced  by  their  members 
functional  impairment  levels.   The  percentage  of 
severely,  and  especially,  moderately  impaired  persons 
who  enrolled  in  three  of  the  four  demonstrations  was 
greater  than  or  equal  to  an  estimated  distribution  of 
functional  Impairment  among  f ee-for-serv ice 
beneficiaries   In  Portland,  Long  Beach,  and   the  Twin 
Cities. 

Compared  to  persons  who  could  have  enrolled  in  the 
S/HMOs  but  decided  to  join  TEFRA  competitors  instead, 
based  upon  Impairment  levels,  the  S/HMOs  appear  to  have 
experienced  an  adverse  selection  relative  to  their 
compet 1 1  ion . 

This  finding  has  direct  Implications  for  how  the 
availability  of  chronic  care  services  affects  marketing  the 
S/HMO.  Since  the  S/HMOs  are  also  offering  expanded  services 
(e.g.,  prescription  drugs,  eyeglasses),  to  the  extent 
that  they  further  promote  the  unique  chronic  care 
benefits  package  as  a  means  of  differentiating 
themselves  from  TEFRA  HMO  competition,  they  risk 
Increasing  the  probability  of  attracting 
disproportionate  numbers  of  severely  or  moderately 
Impaired  Medicare  beneficiaries  (i.e.,  encourage 
adverse  selection). 

Compared  to  TEFRA  HMO  enrol  lees  who  tended  to  Join 
prepaid  health  plans  based  on  financial  considerations, 
Medicare  beneficiaries  clearly  tended  to  Join  the  S/HMO 
to  obtain  more  benefits. 
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The  evaluation  has  no  direct  empirical  evidence  as  to 
whether  Medicare  beneficiaries  joining  a  S/HMO 
primarily  because  of  additional  benefits  were 
especially  attracted  because  of  chronic  care  services 
availability  or  because  of  expanded  services  not 
covered  by  Medicare  or  available  HMO  alternatives 
(e.g.,  prescription  drugs).  However,  data  on  the 
likelihood  of  nursing  home  admission  and  use  of 
community-based  chronic  care  services  prior  to 
enrollment  and  the  likelihood  of  purchasing  long  term 
care  insurance  would  seem  to  indicate  that  the 
availability  of  the  chronic  care  services  component  of 
the  S/HMO   benefit  package  was  not  a  primary 
contributor  to  the  enrollment  decision. 

The  finding  that  an  estimated  49  to  62  percent  of  TEFRA 
HMO  enrol  lees  and  29  to  38  percent  of  f ee-for-serv ice 
Medicare  beneficiaries  surveyed  believed  they  had 
chronic  care  services  available  under  their  current 
coverage  is  evidence  of  possible  confusion  over  the 
coverage  I  imits  of  standard  Medicare  SNF  and  home 
hea I th  benef I ts . 

Given  differences  among  the  sites  in  the  selection  of 
eligibility  criteria  and  in  the  procedures  for 
conducting  health  and  functional  status  assessments, 
the  four  S/HMOs  vary  considerably  in  the  groups  of 
S/HMO  enrol  lees  that  have  been  permitted  access  to 
chronic  care  services. 

To  date,  it  appears  that  S/HMO  case  managers  have  been 
able  to  monitor  and  allocate  chronic  care  benefits  with 
considerable  success.   Few  functionally  impaired 
enrol  lees  using  chronic  care  services  have  exhausted 
these  benefits.   However,  further  analysis  is  needed  on 
the  relationship  between  the  use  of  chronic  care 
services  and  the  actual  clinical  needs  of  S/HMO 
enrol  lees  eligible  to  receive  these  services. 

Levels  of  expenditures  for  S/HMO  chronic  care  benefits 
result  from  a  complex  interaction  between  managing 
acute  care  utilization,  applying  assessment  criteria 
for  determining  enrol  lees'  eligibility  to  receive 
chronic  care  benefits,  negotiating  favorable  payment 
rates  for  institutional  and  in-home  chronic  care 
services,  and  balancing  the  use  of  informal  caregivers 
with  purchased  services. 
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INIKPDUCnON 

Each  S/HMO  demonstration  began  operation  during  the  first  quarter  of  1985 
and  will  operate  for  66  months  under  the  current  waiver  authorization.  The 
evaluation  began  in  October  1985  and  continues  through  November  1989.  This 
chapter  covers  the  first  24  months  of  the  evaluation  plan.  Activities 
undertaken  during  the  evaluation  planning  phase,  October  1985  through  May 
1986,  included  visiting  each  of  the  demonstration  sites  to  review  management 
information  systems  and  become  acquainted  with  personnel  and  organizational 
structure;  reviewing  demonstration  protocols,  quarterly  reports,  and  other 
documents  to  become  fully  acquainted  with  the  planned  and  current  operations 
of  the  demonstrations;  corresponding  with  each  site  regarding  enrollment 
procedures;  assessing  site  experiences  with  the  Health  Status  Form  (HSF)  and 
the  Comprehensive  Assessment  Form  (CAF) ;  and  pre-testing  data  collection 
instruments. 

During  the  evaluation  of  the  first  operational  year,  June  1986  to 
September  1987,  all  major  planned  activities  were  completed.  These  included 
developing  comparison  group  samples  for  fee-for-service  (FFS)  beneficiaries 
and  HMD  enrollees;  conducting  health  status  interviews  and  in-home  assessments 
with  comparison  group  samples;  selecting  a  S/HMO  member  sample;  conducting 
consumer  choice  interviews  with  S/HMO,  FFS,  and  HMO  enrollees;  conducting 
in-home  assessments  with  moderately  impaired  S/HMO  members;  tracking  quarterly 
the  out-of-pocket  expenditures  of  impaired  S/HMO  enrollees  and  FFS 
beneficiaries;  surveying  HMO  disenrollees ;  conducting  three  case  study  site 
visits  to  each  demonstration  market  area;  and  developing  an  integrated  health 
status  and  Medicare  claims  data  file. 

Four  factors  have  necessitated  adjustments  to  the  proposed  study  design: 
a  slower  than  expected  rate  of  S/HMO  enrollments;  lower  than  expected  S/HMO 
enrollment  of  Medicaid  eligible  persons;  identification  of  important 
differences  among  the  sites  in  their  procedures  for  screening  and  classifying 
enrollees  into  severely  impaired  and  unimpaired  groups;  and  the  rapid  growth 
of  enrollment  of  Medicare  beneficiaries  in  Medicare  risk  contract  HMOs, 
arguing  for  HMO-S/HMO  comparisons,  where  feasible. 

To  address  these  issues,  the  evaluation  design  was  modified  to: 

•  Expand  the  study  sample  to  include  both  severely  and  moderately  impaired 
persons; 

•  Expand  the  impaired  and  unimpaired  fee-for-service  comparison  group  to 
better  examine  changes  in  health  status,  mortality,  and  Medicaid 
spend-down; 

•  Develop  an  HMO  comparison  sample  and  incorporate  data  collected  from  HMD 
enrollees  into  an  analysis  of  selection  bias,  consumer  choice,  and 
satisfaction ; 
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•  Convert  the  consumer  choice  survey  from  a  mail  questionnaire  to  a  telephone 
interview. 

The  study  dropped  a  proposed  analysis  of  service  use  and  consumer  choice 
by  persons  eligible  for  Medicaid  at  the  time  of  S/HMD  enrollment.   The  number 
of  persons  among  S/HMO  enrollees  and  the  fee-for-service  comparison  group  who 
spend  down  to  Medicaid  eligibility  will  continue  to  be  studied. 

The  analysis  of  informal  caregivers  was  also  modified.  Information  on 
informal  caregivers  is  obtained  directly  from  the  impaired  beneficiaries  and 
family  members  rather  than  through  a  proposed  separate  survey  of  informal 
caregivers. 

IMPACT  OF  S/HM3  ENROLLMENT  ON  SAMPLE  DESIGN 

Figure  1  lists  the  sample  and  study  areas  of  the  evaluation  experimental 
and  comparison  groups.  Sample  development  and  data  collection  plans  were 
influenced  by  S/HMO  enrollment  levels  and  the  prevalence  of  enrollee 
impairment.  In  the  original  demonstration  design,  each  S/HMO  site  planned  to 
enroll  at  least  4000  persons,  including  a  severely  impaired  population 
estimated  at  approximately  200  nursing  home  certifiable  (NHC)  cases  at  the 
time  of  enrollment.  The  number  of  severely  impaired  (i.e.,  NHC)  persons  at 
enrollment,  plus  any  person  who  became  NHC  after  enrollment,  established  the 
maximum  sample  size  of  severely  impaired  persons  in  the  experimental  group. 
Thus,  in  the  original  demonstration  and  evaluation  design,  a  total  population 
of  800  NHC  persons  at  enrollment  and  perhaps  another  400  who  would  became  NHC 
sometime  during  the  24-month  period  after  enrollment  was  expected. 

With  the  exception  of  Kaiser  Medicare  Plus  II,  the  sites  have  had  slower 
enrollment  than  projected.  Total  enrollment  among  all  sites  on  June  1,  1986 
was  about  8,600,  or  about  half  the  planned  level.  Similarly,  the  number  of 
NHC  persons  was  half  the  number  expected. 

In  response  to  these  circumstances,  the  evaluator  took  three  steps  to 
expand  the  impaired  group  sample  size  and  maintain  statistical  power  for  the 
evaluation: 

•  Primary  data  collection  was  delayed  three  months  to  allow  the  sites  more 
time  to  build  enrollments. 

•  S/HMO  enrollments  through  June  1,  1986  were  included  in  the  sample  frame 
for  Portland  and  Long  Beach  and  enrollments  through  December  31,  1986 
were  included  in  the  S/HMO  sample  for  Brooklyn  and  Minneapolis. 

•  The  study  design  was  modified  to  broaden  and  standardize  the  definition 
of  impairment.  This  modification  to  the  evaluation  design  created  a 
common  impairment  classification  more  broadly  inclusive  of  persons  with 
functional  impairments  than  are  NHC  criteria.  This  standardized 
classification  approach  is  consistent  with  impairment  criteria  used  in 
other  recent  national  studies  of  the  aged  (e.g.,  the  1982  National  Long 
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Figure  1 

EXPERIMENTAL  AND  COMPARISON  GROUP  SAMPLES  AND  STUDY  AREAS 

S/HMO  Impaired  and  Unimpaired 
Enrollee  Experimental  Sample 

•  Health  status  at  baseline  and  selection  bias 

•  Health  status  changes  over  time 

•  Health  care  expenditures  and  utilization 

•  24  months  prior  to  enrollment 
24  months  after  enrollment 

•  Health  plan  choice  (all  impaired,  subsample  of  unirrpaired) 

•  Health  plan  satisfaction  (all  impaired,  subsample  of  unimpaired) 

•  Informal  caregiving  (impaired  group  only) 

•  Disenrollee  survey  (all  persons  disenrolling  from  S/HMOs  between  6/1/86 
and  9/31/86) 

Impaired  and  Unimpaired  Fee-for-Service 
Medicare  Beneficiary  Comparison  Group 

•  Health  status  at  baseline  and  selection  bias 

•  Health  status  changes  over  time 

•  Health  care  expenditures  and  utilization 
24  months  prior  to  selection 

24  months  after  selection 

•  Health  plan  choice  (all  impaired,  subsample  of  unimpaired) 

•  Health  plan  satisfaction  (all  impaired,  subsample  of  unimpaired) 

•  Informal  caregiving  (impaired  only) 

Impaired  and  Unimpaired  Medicare  Enrollees 
in  Risk-Contract  HMO  Comparison  Group 

•  Health  status  at  baseline  and  selection  bias 

•  Health  care  expenditures  and  utilization 

24  months  prior  to  enrollment  (all  impaired,  subsample  of  unimpaired) 

•  Health  plan  choice  (all  impaired,  subsample  of  unimpaired) 

•  Health  plan  satisfaction  (all  impaired,  subsample  of  unimpaired) 

•  Health  plan  disenrollees  (a  sample  of  risk-contract  HMO  disenrollees 
between  6/1/86  and  9/31/87) 
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Term  Care  Survey) .  Without  such  modifications  the  study  would  have  been 
restricted  in  its  ability  to  pool  functionally  impaired  cases  across 
sites.  Evaluation  generalizability  to  functionally  impaired  populations 
would  have  been  compromised.  Standardized  criteria  are  shown  in  Figure  2. 

In  addition  to  nursing  home  certifiable  persons,  the  evaluation 
impairment  definition  added  two  important  subgroups:   (1)  persons  who  are 
severely  impaired  but  not  nursing  home  certifiable  and  (2)  moderately  impaired 
persons.  Inclusion  of  both  severely  and  moderately  impaired  persons  in 
experimental  and  comparison  group  samples  expanded  the  ability  of  the  study  to 
focus  attention  on  a  population  with  a  potential  for  high  transition  rates 
between  impaired  and  unimpaired  status. 

PRIMARY  DATA  OOLLECTICN 

Primary  data  collection  consists  of  seven  tasks:   (1)  telephone 
case-finding  survey  to  cjfifistruct  a  longitudinal  FFS  and  HMD  comparison  group 
panel  (completed);  (2)  mitil  questionnaire  (i.e.,  Health  Status  Form  (HSF))  to 
track  well  FFS  comparison  group  members  (ongoing) ;  (3)  baseline  Comprehensive 
Assessment  Form  (CAF)  in-home  interview  and  periodic  CAF  tracking  with  frail 
S/HMD  and  FFS  panel  members  (ongoing) ;  (4)  consumer  choice  telephone  interview 
with  impaired  and  unimpaired  S/HMD,  FFS,  and  HMD  comparison  group  members 
(completed) ;  (5)  out-of-pocket  health  care  expenses  and  service  use  tracking 
with  impaired  FFS  and  S/HMD  panels  (ongoing) ;  (6)  case  studies  of  the  S/HMD 
case  management,  organizational  development,  and  market  environments 
(ongoing) ;  and  (7)  a  planned  mail  satisfaction  survey  to  S/HMD,  FFS,  and  HMD 
comparison  group  members. 

TFTFPHONE  CASE-FINDING  SURVEY 

The  c^se-finding  survey  had  two  purposes:   (a)  to  identify  functionally 
impaired  fee-for-service  beneficiaries  who,  after  being  so  identified, 
received  in-home  assessments,  and  (b)  to  select  subsets  of  persons  in  the  FFS 
and  HMD  populations  to  receive  health  choice  interviews.  Persons  found  to  be 
impaired  constituted  the  impaired  FFS  comparison  group  panel.  Westat,  Inc. 
conducted  these  interviews  from  May  15,  1986  through  January  31,  1987. 

Case-finding  procedures  paralleled  those  used  in  the  1982  National  Long 
Term  Care  Survey  (NIITC) ,  supported  by  the  U.S.  Health  Care  Financing 
Administration  (HCFA)  and  the  Office  of  the  Assistant  Secretary  for  Planning 
and  Evaluation  (ASPE) : 

•  Developing  a  sampling  frame; 

•  Conducting  telephone  screening  survey  (and/or  mail  questionnaire  to  those 
for  whom  phone  number  could  not  be  obtained) ;  and 

•  Conducting  an  in-home  interview  among  those  identified  as  impaired. 
To  construct  the  case-finding  sampling  frame,  Westat  used  a  Medicare 
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Figure  2 

IMPAIRMENT  CLASSIFICATION  CRITERIA 

SEVERE  FUNCTIONAL  IMPAIRMENT 

•  Must  stay  in  bed  all  or  most  of  time;  and/or 

•  Unable  to  perform  one  or  more  activities  of  daily  living 
(ADL)  without  assistance  (e.g.,  eating  ,  getting  in  or  out  of 
chairs,  toileting,  dressing,  or  bathing) 

MODERATE  FUNCTIONAL  IMPAIRMENT 

(Not  classified  in  severe  group,  but  having  one  or  more 
of  these  conditions.) 

•  Unable  to  perform  three  or  more  instrumental  activities  of 
daily  living  (IADLs)  without  assistance  (e.g.,  prepare 
meals,  do  laundry,  light  housework,  shop  for  groceries, 
manage  money,  take  medicine,  make  telephone  calls) ; 

•  Unable  to  perform  two  or  more  IADLs  without  assistance  and 
having  limitations  in  mobility  (e.g. ,  must  stay  in  the  house 
all  or  most  of  the  time,  or  needs  the  help  of  another  person 
in  getting  around  inside  or  outside  the  house) . 

•  Unable  to  do  at  least  two  of  the  following:  light  house  work, 
shopping  for  groceries,  prepare  meals;  or  unable  to  take 
medications  or  make  telephone  calls  without  assistance; 

or  unable  to  get  around  inside  the  house  without  assistance. 

•  Problems  with  severe  memory  loss;  as  reported  by  a  proxy 
respondent 

•.   Using  a  wheelchair  or  walker; 

•  All  cases  considered  by  the  S/HMO,  as  impaired,  on  a  basis  other  than  the 
health  status  form,  will  also  be  classified  as  moderately  impaired. 
Health  status  assessments  occur  at  the  time  of  enrollment.  This  status 
may  change  over  time  and  not  be  reflected  in  the  HSF  data  set. 
Consequently,  any  other  data  available  within  the  S/HMO  to  reflect  the 
health  status  of  its  members  at  a  given  time  is  also  considered  to  be  an 
appropriate  basis  for  health  status  classification. 

UNIMPAIRED 

•  All  those  not  identified  as  severely  or  moderately  impaired. 
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eligibility  file  data  tape  <x»ntaining  the  names,  addresses,  age,  gender, 
Medicaid  status,  and  prepaid  health  plan  enrollment  dates  and  health  plan  code 
numbers  for  all  beneficiaries  in  the  S/HMO  market  areas. 

To  be  included  in  the  fee-for-service  sampling  frame  the  subject  was 
required  to: 

•  Be  alive  at  the  time  of  the  survey; 

•  Be  age  65  or  older? 

•  Be  covered  by  both  Part  A  and  B  of  Medicare; 

•  Not  have  end-stage  renal  disease; 

•  Not  be  a  member  of  an  HMO  or  S/HMO  as  of  March  1,  1986; 
e  Not  be  in  a  nursing  home  as  of  the  date  of  interview; 

•  Not  be  receiving  Medicaid  as  of  March  1,  1986;  and 

•  Reside  in  the  S/HMO  market  area. 

In  October  1986  a  supplemental  FFS  sample  was  drawn  for  all  four 
crarammities.  This  was  necessary  because  the  overall  response  rate, 
particularly  among  those  aged  85  and  over,  was  not  as  high  as  had  been 
expected  and  because  the  field-verified  impairment  rate  was  lower  than 
expected.  In  developing  this  expanded  sample,  individuals  in  the  original 
Medicare  eligible  population  were  again  screened  against  the  criteria  shown 
above.  Then  a  sample  stratified  by  age  and  gender  was  selected  on  a 
probability  basis.  The  sample  sizes  discussed  in  this  report  include  the 
cases  added  through  this  supplement. 

The  case-finding  sample  was  selected  to  represent  a  probability  sample  of 
Medicare  beneficiaries  receiving  fee-for-service  delivery  within  the  S/HMO 
market  area.  The  FFS  moderately/severely  impaired  comparison  sample  derived 
from  this  sampling  frame  had  been  planned  to  be  approximately  equal  in  size  to 
the  number  of  moderately/severely  impaired  cases  enrolled  in  each  S/HMO. 
Equal  experimental  and  comparison  group  sample  sizes  maximized  the  statistical 
power  of  the  analysis  within  the  constraint  of  the  maximum  number  of 
moderately/severely  impaired  S/HMO  enrollees  available  for  study. 

The  HMO  population  within  any  S/HMO  market  area  consisted  of  a  variety  of 
subgroups.  Among  these  were  all  HMO  members,  regardless  of  enrollment  date  or 
type  of  HMO  contract;  HMO  members  who  joined  a  TEFRA  HMO  for  the  first  time 
during  the  period  after  the  S/HMO  was  in  operation;  and  persons  who  had 
recently  converted  from  a  non-risk  contract  HMO  to  a  risk  contract  membership. 

Using  the  Medicare  Health  Insurance  Master  Record  files,  and  the  Group 
Health  Plan  Master  File,  evaluators  identified  all  Medicare  beneficiaries  who 
met  the  FFS  criteria  for  inclusion  into  the  comparison  sampling  frame,  and 
these  additional  criteria: 

•  Enrolled  in  a  Medicare-risk  contract  HMO,  and 

•  Enrolled  between  June  1985  and  March  1,  1986. 
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The  June  1,  1985  to  March  1,  1986  period  included  persons  making  HMD 
enrollment  decisions  since  the  S/HMOs  became  operational  and  actively 
marketed.  The  rationale  underlying  restricting  the  sample  to  this  time 
interval  was  the  desire  to  focus  evaluation  resources  on  individuals  who  had 
made  recent  health  plan  decisions,  decisions  that  could  have  involved 
selecting  the  S/HMO.  This  group  had  the  best  recall  of  the  decision  process, 
and  was  likely  subjected  to  S/HMO  marketing  efforts.  Persons  making  recent 
decisions,  as  compared  to  persons  joining  an  HMO  before  the  S/HMO  became 
operational,  were  most  representative  of  the  population  from  which  the  S/HMOs 
had  to  attract  enrollment. 

Figure  3  lists  the  Medicare  risk-sharing  health  plans  operational  in  the 
S/HMO  market  areas  during  the  S/HMO  subscription  period  and  their  Medicare 
enrollments.  Note  that  no  such  plans  were  operational  in  Brooklyn,  New  York 
during  this  period,  and  thus  an  HMO  comparison  group  was  not  formed  in 
evaluating  Elderplan. 

The  case-finding  survey  sample  received  a  letter  from  the  project  several 
weeks  before  the  telephone  interview.  This  letter  discussed  the  importance  of 
the  study,  emphasized  the  voluntary  nature  of  participation,  and  requested 
information  regarding  any  changes  in  phone  number  or  address.  All 
correspondence  was  mailed  on  HCFA  letterhead.  Persons  not  responding  to  the 
initial  mailing  received  a  duplicate  second  mailing.  Non-respondents  were 
then  sent  a  certified  letter. 

Press  releases  and  contacts  with  cxammunity  agencies  were  also  used  to 
help  facilitate  study  visibility  and  credibility.  Among  the  agencies 
receiving  advance  notices  were  Social  Security  Administration  District 
Offices,  Medicare  Directors  at  the  HCFA  Regional  Offices,  Area  Agencies  on 
Aging,  and  Better  Business  Bureaus. 

In  addition  to  performing  public  relations  advance  work,  evaluators 
designed  the  interview  protocol  to  encourage  high  response  rates.  Most 
important  in  this  regard  was  the  attempt  to  locate  proxy  respondents  in  the 
event  that  sample  members  were  physically  or  mentally  unable  to  competently 
participate  in  a  telephone  interview.  Overall,  10.1  percent  of  the  interviews 
were  completed  by  proxies.  This  rate  was  substantially  higher  among  persons 
aged  80  or  over  (i.e.,  18.6%  for  women  and  31.6%  for  men). 

During  the  course  of  the  case-finding  telephone  survey,  7.6  percent  of 
sampled  persons  were  found  to  be  ineligible  relative  to  the  selection 
criteria.  These  persons  were  deceased,  institutionalized,  or  had  moved  out  of 
the  area.  All  subjects  not  definitely  known  to  be  ineligible  were  assumed  to 
be  eligible.  This  almost  certainly  overstates  the  actual  eligibility  rate, 
since  addresses  were  not  confirmed  for  about  13.9  percent  of  the  eligible 
beneficiaries.  Actual  refusals  totaled  15.1  percent,  and  other  non-responses 
totaled  4.8  percent  of  those  thought  to  be  eligible. 

At  least  twice  a  week  Westat  forwarded  the  names  and  contact  information 
for  all  functionally  impaired  persons  identified  through  case  finding  to 
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Figure  3 

RISK  CONTRACT  HEALTH  PLANS 
IN  S/HMO  MARKET  AREAS,  JUNE  1986 


Portland,  Oregon 

•  Blue  Cross/Blue  Shield  (First  Choice) 

•  Kaiser-Permanente  (Medicare  Plus) 

•  Physicians  Interhospital  Health  Plan 
(The  Good  Health  Package) 

•  PacifiCare  (Secure  Horizons) 

Approximate  Medicare  enrollment:  19,900  beneficiaries 

long  Beach,  California 

•  Family  Health  Plan 

•  Maxicare 

•  PacifiCare  (Secure  Horizons) 

•  United  Health  Plan 

Approximate  Medicare  enrollment:  79,000  beneficiaries 

Minneapolis,  Minnesota 

•  Group  Health 

•  HMO  Minnesota 

•  Medcenters  Health  Plan 

•  Physicians  Health  Plan  of  Minnesota 

•  SHARE 

Approximate  Medicare  enrollment:  85,800  beneficiaries 
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Berkeley  Planning  Associates  (BPA) .  EPA  had  recruited  a  field  staff  to 
conduct  in-home  comprehensive  assessments  on  functionally  impaired  screened 
respondents  in  each  of  the  demonstration  site  communities.  Table  1  summarizes 
the  survey  results. 

UNIMPAIRED  S/HMO  AND  FFS  SAMPLE 
HEALTH  STATUS  DEFORMATION  TRACKING 

Each  S/HMO  demonstration  project  was  required  to  collect  Health  Status 
Information  on  all  enrollees.  The  S/HMOs  collected  this  information  using  a 
mail  self -completion  Health  Status  Form  (HSF)  at  enrollment,  and  at 
approximately  annual  intervals  thereafter.  The  Evaluation  Design  Report  and 
Data  Collection  Plan  contains  the  HSF  and  other  iriStruments  used  in  primary 
data  collection.  We  adapted  the  S/HMOs  HSF  for  use  at  the  telephone 
case-finding  interview  schedule.  At  annual  intervals  for  two  years  following 
the  baseline  interview  a  shortened  version  of  this  form  is  also  admiriistered 
as  a  self-completion  questionnaire  for  the  unimpaired  fee-for-service 
comparison  group  . 

Periodic  HSF  readministration  to  unimpaired  S/HMO  and  FFS  beneficiaries 
permits  longitudinal  monitoring  of  sample  beneficiary  functional  health 
status.  Panel  members  with  a  change  in  status  from  unimpaired  to  impaired 
will  be  followed  up  by  Comprehensive  Assessment  tracking  procedures. 

Between  December  1986  and  June  1987,  the  sites  conducted  the  first  annual 
reassessments  of  their  members.  Comparison  group  reassessments  were  conducted 
during  Summer  and  Fall  1987.  Persons  not  responding  to  these  mail 
questionnaires  will  be  interviewed  by  telephone.  All  unimpaired  S/HMO  and  FFS 
comparison  group  members  are  being  monitored. 

Berkeley  Planning  Associates  (BPA)  and  the  Institute  for  Health  &  Aging 
(IHA)  share  responsibility  for  HSF  tracking.  MA  is  responsible  for 
distributing  and  coding  the  mail  questionnaires  and  telephone  contacts  with 
non-respondents  in  the  uniirpaired  subsoirple.  Cases  reporting  declines  in 
health  status  are  referred  to  the  BPA  on-site  field  teams  for  comprehensive 
assessments.  -  BPA  conducts  comprehensive  assessments  on  S/HMO  unimpaired 
enrollees  whose  annual  reassessments  indicate  a  negative  change  in  health 
status  (i.e.,  subjects  who  now  meet  the  study's  moderately  and/or  severely 
impaired  classification  criteria) . 

COMPREHENSIVE  ASSESSMENT  AND  PERIODIC 
S/HMO  AND  FFS  IMPAIRED  GROUP  TRACKING 

The  Comprehensive  Assessment  Form  (CAF)  is  the  primary  instrument  for 
gathering  health,  functional  status,  and  informal  support  data  from  the 
functionally  impaired  S/HMO  and  FFS  groups.  This  instrument  also  includes 
information  on  service  utilization  and  costs  not  available  on  Medicare  data 
tapes  (i.e.,  use  and  expenditures  for  services  included  in  S/HMO  chronic  care 
benefits) .  The  CAF  form  was  originally  developed  by  the  S/HMO  sites  and 
Brandeis  University  and  has  been  only  slightly  modified  by  the  evaluation 
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Table  1 

UNWEIGHTED  COUNT  OF  IMPAIRED  AND  NON-IMPAIRED  PERSONS 
IN  THE  S/HMO,  HMO,  AND  FFS  SAMPLES 


Unlocatable/ 
Un-  Other  Total 

Sample  Impaired  Impaired  Ineligible  Non-Respondents  Refusals  Completed 


Brooklyn 

S/HMO 

2667 

2389 

278 

NA 

NA 

NA 

2667 

FFS 

3408 

1290 

343 

211 

1002 

562 

1633 

HMO 

NA 

NA 

NA 

NA 

Long  Beach 

S/HMO 

1826 

1472 

354 

NA 

NA 

NA 

1826 

FFS 

3555 

1810 

316 

185 

777 

467 

2126 

HMO 

1000 

584 

109 

43 

155 

109 

693 

Minneapolis 

S/HMO 

1671 

1409 

262 

NA 

NA 

NA 

1671 

FFS 

2935 

1332 

288 

444 

482 

389 

1620 

HMO 

1000 

639 

72 

54 

66 

169 

711 

Portland 

S/HMO 

4517 

3608 

909 

366 

NA 

NA 

4517 

FFS 

6760 

3795 

637 

527 

836 

963 

4434 

HMO 

1000 

716 

75 

39 

83 

87 

791 

Source:  Classifications  are 

based  on  tele 

phone  or  mail  qi 

lestionnai 

re  Health  Status 

Form 

assessments.  These  figures  are  subject  to  change  as  in-home  comprehensive 
assessments  are  completed  and  tabulated. 
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team. 

A  comprehensive  assessment  form  (CAF)  is  administered  to  S/HMO  members 
under  a  variety  of  circumstances: 

•  Most  commonly,  at  the  time  of  enrollment  into  the  health  plan  if  the 
individual  meets  the  S/HMO  criteria  for  nursing  home  certif iability 
(e.g.,  NHC)  or  other  eligibility  criteria  for  chronic  care  benefits;  or 

©   Also,  after  enrollment  because  of  changes  in  health  status  of  individuals 
identified  by  annual  reHSFs,  by  referral  from  a  S/HMD  physician,  from 
hospital  discharge  planning,  by  self -referral,  or  through  other  means. 

To  generate  uniform  data  among  the  S/HMO  impaired  group  sample  to  support 
the  evaluation,  the  S/HMOs  modified  their  routine  reCAFing  procedures  as 
follows: 

•  Any  S/HMO  sample  member  who  at  time  of  enrollment  or  any  later  time 
becomes  severely  impaired  according  to  the  evaluation's  criteria  of 
severe  (i.e. ,  bed  bound  or  with  one  or  more  ADL  limitations)  will  receive 
a  baseline  CAF.  These  CAFs  will  be  conducted  by  S/HMO  case  management 
staff. 

•  Any  S/HMO  sample  member  who,  at  baseline  or  subsequently,  meets  the 
evaluation's  moderate  impairment  classifications  will  also  receive  a  CAF. 
These  CAFs  will  be  conducted  by  BPA  nurse  assessors. 

•  Automatic  reCAFs  at  six-month  intervals  will  be  conducted  with  any  S/HMO 
sample  member  1)  classified  as  nursing  home  certifiable  (NHC)  —  using  a 
common  cross-site  NHC  criteria  for  this  classification,  or  2)  receiving 
chronic  care  services.  This  protocol  aligns  S/HMO  case  tracking 
procedures  with  those  used  for  the  comparison  group. 

•  All  moderately  impaired  (based  on  the  evaluator's  criteria)  S/HMO  sample 
members  will  be  monitored  annually  by  mail  questionnaire. 

•  If,  based  on  the  evaluator's  criteria,  the  beneficiary  changes  health 
status  —  moving  from  moderate  to  severe,  or  severe  to  NHC  —  then  a  CAF 
is  conducted.  For  severe  cases,  CAFs  will  be  conducted  by  S/HMD  case 
managers.  For  moderates,  BPA  will  adnunister  the  CAF. 

The  comprehensive  assessment  process  used  with  the  FFS  comparison  group 
approximates  the  process  followed  by  the  S/HMO  sites.  To  collect  CAF  data 
from  the  functionally  impaired  fee-for-service  sample,  BPA  recruited  nurses 
and  medical  social  workers  in  each  S/HMO  market  area.  Working  under  BPA 
supervision,  these  nurses  and  social  workers  administered  the  CAF  at  baseline 
and  at  appropriate  reassessment  intervals.  They  were  responsible  for  all 
direct  personal  contact  with  respondents. 
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For  comparison  group  assessments: 

•  All  FFS  persons  initially  identified  as  severely/moderately  impaired 
during  the  case-finding  telephone  interview  received  an  in-home 
assessment.  The  home  visit  also  included  a  brief  environmental 
assessment,  identified  the  formal  and  informal  caregiving  resources  being 
used  by  the  individual,  and  introduced  the  chronic  care  expenditure  and 
utilization  diary  used  to  monitor  out-of-pocket  expenditures. 

•  After  this  initial  visit,  assessors  maintained  periodic  contact  with 
severely  impaired  persons.  These  contacts  typically  involved  monthly  or 
quarterly  telephone  contacts  depending  on  the  capability  of  the 
respondent.  These  calls  monitored  the  study  participant's  current 
address,  recorded  changes  in  health  status,  and  collected  data  on 

use  and  out-of-pocket  expenditures  occurring  during  the  month. 

•  Moderately  impaired  respondents  had  their  health  status,  use  and 
out-of-pocket  expenditures  tracked  quarterly  by  mail.  These  periodic 
contacts  paralleled  the  contact  undertaken  for  the  S/HMOs  cases.  BPA 
assessors  conducted  telephone  follow-up  with  all  those  who  did  not 
respond  to  these  mailings. 

•  Baseline  severely  impaired  persons  were  automatically  reCAFed  through 
in-home  CAF  interviews  every  six  months. 

•  All  moderately  impaired  panel  members  who  experienced  changes  in  their 
health  status  during  the  quarter  also  received  an  in-home  CAF. 

BPA  began  their  baseline  CAFs  in  late  May  1986  and  continued  through 
February  28,  1987.  Since  then,  they  have  conducted  routine  reCAFs  on 
severely  impaired  members  and  initial  CAFs  on  members  with  changes  in  health 
status.  Table  2  shows  the  number  of  impaired  cases  given  baseline 
assessments.  Another  782  reassessments  have  been  done. 

CONSUMER  CHOICE  AND  SATISFACTION 

Westat  conducted  the  consumer  choice  survey  in  conjunction  with  the 
health  screening  interviews  between  May  15,  1986,  and  January  31,  1987.  Among 
the  S/HMO  members,  interviews  began  August  20,  1986  and  continued  through 
January  31,  1987.  This  survey  involved  samples  from  three  populations: 

•  S/HMO  enrollees  (both  impaired  and  unimpaired) 

•  FFS  beneficiaries  (both  impaired  and  unimpaired) 

•  HMO  enrollees  (both  impaired  and  unimpaired) 

Each  of  these  samples  is  a  subsample  drawn  from  the  probability  samples 
developed  in  the  impairment  case-finding  phase  of  the  evaluation. 

Table  3  shows  the  number  of  persons  in  the  choice  sample  and  their  response 
rates.  The  choice  sample  was  developed  to  provide  approximately  equal  numbers 
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Table  2 

NUMBER  OF  BASELINE  COMPREHENSIVE  ASSESSMENTS 
COMPLETED  THROUGH  JANUARY  31,  1987 


Baseline   Qualified 
CAF     Iinpaired 

Brooklyn 

S/HMO  156        117 

FFS  282        165 

long  Beach 

S/HMO 
FFS 

Minneapolis 

S/HMO 
FFS 

Portland 

S/HMO 
FFS 


341 

193 

267 

179 

269 

168 

245 

167 

829 

422 

617 

382 
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Table  3 

UNWEIGHTED  COUNT 
HEALTH  CHOICE  SAMPLE  CASES 


Sample 

Impaired 
Completes 

Unimpaired 
Completes 

Unimpaired 
Incompletes 

Impaired 
Incorapl^t£s 

Brooklyn 

S/HMO 

FFS 

356 
533 

202 
179 

102 
320 

31 
18 

21 

16 

Long  Beach 

S/HMO 

FFS 

HMO 

460 
542 
345 

203 
201 
215 

107 
289 
103 

37 
28 
21 

63 

24 

6 

Minneapolis 

S/HMO 

FFS 

HMO 

382 
504 
320 

213 
201 
238 

96 

277 

71 

48 
20 
10 

25 
6 

1 

Portland 

S/HMO 

FFS 

HMO 

451 
472 
350 

201 
204 
256 

179 
229 

74 

34 
15 
19 

37 

r-4 

Impairment  classifications  are  based 
Status  Form  assessments. 

on  telephone 

or  mail  questionnaire  Health 
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of  impaired  and  unimpaired  subgroups  in  each  caramunity.  Approximately  equal 
sample  sizes  across  S/HMD,  FFS,  and  HMD  subgroups  maximized  the  efficiency  of 
the  impaired  sample  within  the  evaluation's  existing  budget.  Impaired  cases 
numbered  more  than  the  unimpaired  cases  because  the  impaired  cases  had  not  yet 
been  corrected  by  field  verifications  of  impairment  levels. 

Current  plans  are  to  recontact  the  consumer  choice  sample  in  the  summer 
of  1988  for  questions  about  their  health  plan  satisfaction.  This  effort  was 
augmented  with  a  mail  survey  of  persons  disenrolling  from  the  S/HMDs  and  TEFRA 
HMD  competitors  during  the  summer  of  1986.  Approximately  2,950  enrollees  in 
the  4  S/HMD  market  areas  were  contacted. 

The  satisfaction  survey  of  S/HMD,  FFS,  and  HMD  members  is  planned  as  a 
self -completion,  mail  questionnaire.  Its  date  of  administration  has  been 
shifted  from  summer  1987  to  1988.  This  survey  has  been  postponed  to  minimize 
the  burden  on  the  evaluation  study  panels  —  especially  the  impaired  sample. 

IDuring  spring  1987,  the  evaluator  conducted  a  mail  survey  of  Medicare 
beneficiaries  who  disenrolled  from  the  S/HMDs  during  the  period  June  1986  to 
November  1986  and  disenrollees  from  TEFRA  HMD  competitors  during  the  same 
period.  All  persons  identified  in  Medicare  records  as  having  disenrolled  from 
selected  TEFRA  HMDs  in  the  S/HMD  market  arena  during  this  interval  were  sent  a 
mail  questionaire  in  February  1987.  A  follow-up  mailing  to  non-respondents 
was  conducted  in  June  1987.  The  rate  of  return  to  the  disenrollment  survey 
has  been  disappointing  and  a  final  response  rate  has  not  been  determined. 
Analysis  is  complicated  by  the  fact  that  some  of  the  identified  subjects 
claimed  not  to  have  disenrolled  from  an  HMD.  A  review  of  returned 
questionnaires  reveals  some  expected  reasons  for  disenrollment  (e.g.,  moving 
to  another  area,  inconvenient  locations  of  clinics,  dissatisfaction  with 
availability  of  physicians  or  specialists)  and  some  unexpected  reasons  (e.g. , 
respondents  did  not  intend  to  enroll  in  the  first  place) . 

SERVICE  UTILIZATION  AND  EXPENDITORES 

The  evaluator  collects  out-of-plan  and  non-Medicare  Part  A  and  B  service 
use  and  expenditure  data  for  all  impaired  persons  in  the  S/HMD  enrollee  sample 
and  for  all  impaired  persons  in  the  FFS  comparison  group  sample.  These  data 
supplement  Medicare  Part  A  and  Part  B  service  use  histories  of  both 
fee-for-service  and  S/HMD  evaluation  samples.  All  chronic  care  service 
utilization  and  expenditures  and  selected  non-Medicare  services  (e.g. ,  home 
care,  social  services)  are  being  studied  for  the  functionally  impaired  S/HMD 
and  fee-for-service  comparison  groups.  Hospital  and  physician  utilization  and 
expenditures  are  obtained  from  Medicare  claims  files  and  S/HMD  claims  records 
(see  discussion  below  on  secondary  data  collection) . 

The  out-of-plan  and  out-of-pocket  expenditure  data  was  collected  by  means 
of  a  service  use  diary  maintained  by  respondent.  This  diary  used  a  calendar 
to  stimulate  memory,  and  a  record  keeping  ledger  to  summarize  use  and 
expenditures.  BPA  staff  distribute  these  diaries  during  their  in-home  visits 
and  explain  to  impaired  sample  members  and/or  their  caregivers  at  the  time  of 


-15- 


their  first  comprehensive  assessment  how  to  use  the  diary.  BPA  staff  also 
contacted  S/HMO  enrollees  who  had  previously  received  a  CAF,  and  showed  them 
how  to  keep  the  diary.  Among  the  FFS  groups,  compliance  is  monitored  through 
the  following  means: 

•  Sample  members  who  are  severely  impaired  and  who  are  nursing  heme 
certifiable  (NHC)  receive  monthly  telephone  monitoring  calls  and 
semiannual  personal  visits. 

•  Moderately  impaired  persons  and  the  non-NHC  severely  impaired  receive 
quarterly  mail  questionnaires  asking  them  to  summarize  service  use 
activity  during  the  previous  three  months. 

•  Persons  who  do  not  return  questionnaires,  or  whose  answers  are  incomplete 
or  at  variance  with  previous  reporting  periods  receive  a  telephone  call 
to  clarify  and  complete  the  form. 

•  Persons  in  the  FFS  sample  who  experience  an  adverse  change  in  health 
status  also  receive  a  personal  visit  and  are  given  a  CAF.  During  such 
visits  the  service  utilization  and  expenditure  tracking  materials  are 
also  reviewed. 

Among  the  S/HMO  members  who  were  moderately/severely  unpaired,  compliance 
is  monitored  through  the  following  means: 

•  The  severely  impaired  are  reviewed  and  evaluated  by  the  S/HMO  case 
managers  every  six  months.  Service  use  in  conjunction  with  the  care  plan 
is  routinely  monitored  on  the  patient's  case  record.  A  service  does  not 
have  to  be  covered  or  paid  for  by  the  S/HMO  to  be  included  in  this  care 
plan. 

•  Moderately  impaired  individuals  and  other  impaired  S/HMO  members  not 
receiving  S/HMO  benefits  receive  quarterly  mail  questionnaires  from  IHA. 
Those  persons  who  do  not  return  the  mail  questionnaires,  or  whose  answers 
are  incomplete,  receive  a  follow-up  telephone  call  from  BPA  nurse 
assessors  to  collect  data  by  phone. 

Figure  4  lists  the  services  being  tracked  or  monitored  through  these 
procedures. 

SEOONDARY  DATA  COLLECITON 

Two  sources  of  secondary  data  are  being  used  for  analyses  of  selection 
bias  and  expenditures  and  service  use:  Medicare  Beneficiary  Bill  History 
Retrieval  System  data  for  Medicare  Part  A  and  Part  B  service  utilization  and 
charges,  and  the  S/HMO  management  information  systems.  These  data  sources 
produce  complete  and  integrated  health  care  utilization  and  expenditure 
records  on  all  study  sample  subjects.  They  form  the  nucleus  of  the  case 
specific  record,  into  which  the  study's  primary  data  are  merged.  These  same 
data  sources  are  also  being  used  to  create  a  data  file  on  all  Medicare 


-16- 


Figure  4 
CHRONIC  CARE  UTILIZATION  AND  EXPENDITURE  MONITORING  CATEGORIES 


HOME  HEALTH  CARE  SI 
Visiting  Nurse 
Physical  Therapist 
Social  Worker 
Other  Services 

OTHER  COMMUNITY  SERVICES 
Adult  Day  Health  Care  Center 
Social  Day  Care  Center 
Hamemaker,  Housekeeper,  or 

Chore  Service 
Other  Services 


Occupational  Therapist 
Respiratory  Therapist 
Home  Health  Aide 
Speech  Pathologist 


Home  Delivered  Meals 
Electronic  Monitoring 
(Lifeline) 


DENTAL  SERVICES 

Dentist 

Dental  hygienist 

Orthodontist 

Other  services 


Oral  surgeon 
Periodontist 


TRANSPORTATION  SERVICES 
Ambulance 

Transportation  to  health  services  (including  taxi,  minibus, 
escort  services,  and  taxi  vouchers) 


EQUIPMENT  AND  SUPPLIES 
Eyeglass  or  Contact  Lenses 
Crutches,  Wheelchair,  Walker 

Corrective  Shoes,  or  other 

Orthopedic  Device 
Hearing  Aid 

Diabetic  Equipment  or  Supplies 
Medical  Alert  Device  or 

Electronic  Monitoring  Device 
Other  Device  or  Equipment 

PRESCRIPTION  DRUGS  AND  MEDICATIONS 

NURSING  HOMES  AND  BOARD  AND  CARE  HOMES 
Skilled  Nursing  Care  (in  a  hospital  or  nursing  home) 
Intermediate  Care  (in  a  hospital  or  nursing  home) 
Board  and  Care  (including  residential  care,  domiciliary  care, 
family  home,  etc.) 


Respiratory  devices 
Prosthesis  (artificial  am\, 

leg  or  breast) 
(Seeing-Eye  or  Hearing-Ear 

Dog) 
Modifications  to  your  home 

(ramps,  elevator,  hand 

rails,  raised  toilet  seat, 

etc.) 
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beneficiaries  living  within  each  of  the  S/HMO  market  areas. 

Medicare  Part  A  includes  hospital,  home  health  care,  and  skilled  nursing 
home  claims.  Physician  and  home  health  care  are  among  the  billing  claims  paid 
under  Medicaid  Part  B.  Part  A  and  Part  B  claims  data  have  been  obtained  for 
all  S/HMO  enrollees  and  FFS  and  HMO  comparison  group  clients  for  at  least  one 
year  prior  to  the  date  the  client  entered  the  S/HMO  or  entered  the  study  as  a 
comparison  group  participant. 

Data  will  continue  to  be  collected  for  each  S/HMO  or  FFS  beneficiary  an 
additional  24  months  (the  elapsed  time  may  be  closer  to  30  months  due  to  the 
lag  time  between  service  receipt  and  the  claim  on  the  billing  tape)  or  until 
the  beneficiary's  death.  Medicare  data  will  also  continue  to  be  obtained  on 
all  S/HMO  disenrollees  for  that  portion  of  the  study  period  during  which  they 
are  disenrolled. 

S/HMO  Utilization  and  Expenditure  Client  Files  are  being  developed  by 
each  of  the  S/HMO  demonstration  programs.  These  files  contain  information  on 
the  use  of  ambulatory  care,  hospitals,  all  chronic  care  benefits,  and  any 
vendor  charges.  These  systems  vary  in  current  operational  status  and 
integration  across  records  systems.  For  purposes  of  the  evaluation,  the 
S/HMOs  and  the  evaluators  are  closely  collaborating  in  the  development  of  a 
uniform,  beneficiary-specific  data  base  from  these  files.  By  December  1987, 
it  is  anticipated  that  all  S/HMO  site  will  have  the  ability  to  provide  the 
evaluator  beneficiary-specific  computerized  files. 

Primary  and  secondary  data  sets  will  be  appropriately  merged  into  an 
integrated  file  for  each  individual  in  the  evaluation  study  sample.  For  S/HMO 
unimpaired  enrollees,  only  S/HMO  use  and  billing  records  and  HSF  data  are 
merged.  S/HMD  impaired  enrollee  records  include  these  same  data  and  the 
primary  data  collected  on  non-plan  expenditures. 

Among  the  FFS  unimpaired  comparison  group  sample,  Medicare  Part  A  and  B 
claims  are  used  to  to  measure  service  use.  These  data  are  combined  with  HSF 
data.  Impaired  FFS  files  combine  HSF  and  CAF  data  with  Part  A  and  B  claims 
data  and  data  on  chronic  care  and  other  non-Medicare  services  collected  from 
service  use  diaries. 

THE  S/HMO:  AN  EVOLVING  ORGANIZATIONAL  FQFM 

Recognizing  that  the  S/HMOs  operate  in  a  changing,  competitive 
environment,  the  Health  Care  Financing  Administration  commissioned  case 
studies  of  the  S/HMOs  to  complement  the  program  performance  data  discussed 
above.  These  studies  document  the  evolving  forms  and  functions  of  the  S/HMO 
model  and  provide  a  primarily  qualitative  analysis  of  program  performance. 
Three  case  studies  have  been  developed.  Their  findings  —  encompassing  the 
first  24  to  30  months  of  S/HMO  operations  —  are  included  as  Chapters  2,  3, 
and  6  in  this  report.  These  studies  will  later  be  updated  and  elaborated  to 
cover  the  remainder  of  the  S/HMO  demonstration. 
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The  case  studies  address  three  issues:  (1)  the  market  environment  and 
S/HMO  marketing  effectiveness;  (2)  the  effectiveness  of  different  S/HMO 
organizational,  management,  and  financing  strategies;  and  (3)  the 
effectiveness  of  S/HMD  case  management  systems. 

MARKET  ANALYSIS 

The  market  analysis  examines  S/HMD  competition  within  each  marketplace 
and  the  effectiveness  of  the  S/HMOs  in  meeting  projected  enrollment.  The 
analysis  is  based  on  data  from  unaudited  quarterly  reports  submitted  by  the 
sites  to  HCFA  and  on  qualitative  data  from  site  visit  interviews  with  program 
officials  and  other  local  informants.  The  case  study  addresses  such  questions 
as:  (1)  what  were  the  enrollment  patterns  of  each  of  the  S/HMOs;  (2)  what 
were  the  Medicare  enrollment  patterns  of  competing  HMOs,  PPOs,  and  insurers  in 
each  area;  (3)  what  were  the  characteristics  of  competing  plans  in  operation, 
sponsorship,  benefits,  premiums,  and  service  delivery;  (4)  what  marketing 
efforts  have  been  made  by  competition  and  by  the  S/HMOs  and  how  do  these 
relate  to  actual  enrollment  trends;  (5)  how  did  competition  affect  the 
enrollment  patterns  of  the  S/HMOs;  (6)  what  other  market  factors  (i.e., 
physician  and  hospital  bed  supply)  affected  S/HMO  marketing 
effectiveness;  (7)  did  the  reputation  and  the  attitudes  of  the  S/HMOs  or  their 
participating  providers  affect  marketing;  and  (8)  considering  all  these 
factors,  how  effective  has  each  S/HMO  been  in  marketing  its  plan  to  the 
elderly? 

ORGANIZATION,  MANAGEMENT,  AND  FINANCING 

This  analysis  examines  the  organizational  structure,  goals,  management, 
and  financing,  of  the  four  S/HMOs.  This  study  of  the  S/HMOs  as  evolving 
organizations  is  conducted  at  six-month  intervals  over  a  two-year  time  period 
beginning  in  the  Fall  of  1986.  Data  used  include  interviews,  plan  documents, 
and  other  secondary  data  sources.  Among  those  interviewed  are  officials 
formally  associated  with  each  of  the  S/HMOs,  all  managers,  key  professional 
staff  including  the  medical  director,  utilization  review  coordinator, 
membership  services  director,  fiscal  administrator,  marketing  and  public 
relations  director,  and  case  manager  coordinator.  Directors  of  all  major 
provider  services  (e.g.,  hospital  administrator,  medical  director,  and 
directors  of  chronic  care  providers) ,  and  selected  board  members  from  the 
S/HMO  board,  as  well  as  the  board  of  the  sponsoring  organization,  are  also 
interviewed. 

Documents  and  reports  reviewed  include:  articles  of  incorporation, 
organizational  charts,  protocols,  contracts,  written  procedures  manuals, 
applications  to  federal  and  state  agencies,  statistical  and  financial  reports, 
quarterly  reports,  actuarial  analyses,  position  papers,  in-house  memoranda, 
newspaper  articles,  and  pertinent  correspondence  with  federal  and  state 
agencies. 

The  case  study  identifies  characteristics  and  strategies  that  influence 
the  success  of  the  S/HMD  as  a  health  care  organization.  Success  is  measured 
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by  accarrplishing  the  goals  set  for  the  program: 

•  Attracting  enrollees  and  meeting  a  minimum  target  enrollment; 

•  Preventing  adverse  selection; 

•  Controlling  hospital  and  physician  utilization  within  limits  typical  of 
other  HMOs; 

•  Controlling  chronic  care  utilization  within  the  projected  level  in  the 
S/HMD  budget; 

•  Maintaining  low  disenrollment  rates  and  high  consumer  satisfaction; 

•  Providing  high  quality  of  care; 

•  Assuring  access  to  appropriate  care  services  for  all  in  need;  and 

•  Maintaining  organizational  costs  within  projected  budget. 

CASE  MANAGEMENT 

The  S/HMO  case  management  system  was  designed  to  reduce  fragmentation  in 
service  delivery  and  to  integrate  acute  care  and  long  term  care  services.  The 
S/HMD  case  managers  assess  enrollee  functional  status,  develop  individualized 
care  plans,  serve  as  client  advocates,  coordinate  services,  and  monitor 
service  use.  These  functions  place  the  case  manager  in  the  role  of  resource 
allocator.  Since  expenditures  for  the  expanded  long  term  care  benefit  were 
constrained,  S/HMO  case  managers  must  target  these  resources  in  the  most 
cost-effective  manner  so  as  to  produce  acceptable  clinical  outcomes  for 
enrollees.  The  process  by  which  the  S/HMO  case  managers  translate  enrollee 
needs  into  services  is  a  critical  element  in  the  S/HMO  delivery  model. 

The  evaluation  of  S/HMO  case  management  has  three  parts:  a  case 
management  process  evaluation;  a  case  management  task  analysis;  and  a  case 
management  outcome  evaluation. 

To  begin  the  case  management  process  evaluation,  BPA  staff  interviewed 
case  management  staff  and  reviewed  program  records.  BPA  will  update  this 
information  in  spring  1988  and  will  augment  these  efforts  through  a 
participant  observation  to  document  case  management  activities.  These 
observations  should  provide  valuable  insights  into  each  site's  case  management 
philosophy  and  procedures.  Special  emphasis  will  be  placed  on  understanding 
case  management  decision-making  and  resource  allocation,  and  on  answering 
these  questions:   (1)  Who  in  the  S/HMO  receives  case  management  services;  (2) 
How  are  S/HMD  enrollee  chronic  service  needs  met?  and  (3)  What  are  the  costs 
of  case  management? 

BPA  will  also  quantify  case  management  functions  at  each  site  through  a 
time  study.  All  case  managers  and  supervisory  staff  will  participate  in  the 
study  of  the  time  it  takes  to  perform  different  case  management  activities. 
This  study  will  be  conducted  over  a  two-week  period  at  each  site  in  spring 
1988.  Case  management  outcomes  are  addressed  in  relationship  to  the  analysis 
of  S/HMO  impacts  on  chronic  care  service  utilization  and  costs. 
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INTRODUCTION 

This  chapter  examines  the  organizational  performance  of  the  S/HMOs  over 
the  first  30  months  of  the  demonstration.  The  intent  was  to  identify  factors 
that  seem  to  contribute  to  planning  and  operating  a  successful  S/HMD.  Success 
in  this  demonstration  was  defined  as  providing  access  for  members  to 
appropriate  services  of  high  quality,  while  at  the  same  time  controlling 
utilization  and  expenditures  to  ensure  the  financial  viability  of  the 
organization. 

Although  the  findings  of  this  study  were  £ased  on  observations  of  only 
four  S/HMO  organizations  during  the  initial  start-up  period,  a  number  of 
general  conclusions  were  drawn.  The  findings  indicated  the  importance  of  the 
sponsor  having  a  clear  strategic  plan,  a  vision  of  how  the  S/HMD  model  fit 
with  the  organization's  design  for  the  future  and  the  efficient  operation  of  a 
risk-based  health  maintenance  organization  (HMD) .  All  sites  experienced 
successes  and  problems  in  the  first  30  months,  as  can  be  expected  in  a 
demonstration  project. 

Success  in  planning  and  operation  was  most  demonstrable  at  the  Kaiser 
Permanente  Northwest  Medicare  Plus  II  demonstration.  In  contrast,  the 
development  of  new  HMO  organizations  with  acute  and  ambulatory  care  services 
by  long  term  care  organization  was  complex.  This  suggests  that  long  term  care 
providers  interested  in  pursuing  S/HMO  development  must  be  willing  to  make 
substantial  financial  and  human  resource  cxanrrdtments  to  develop  the 
organizational  capacity  to  provide  and  manage  a  full  range  of  health  care 
services  for  Medicare  members. 

The  provision  of  enhanced  chronic  care  services  as  part  of  the  S/HMOs 
benefit  package,  on  the  other  hand,  presented  few  organizational  and 
management  problems  for  the  four  projects.  Chapter  6  focuses  on  case 
management  and  chronic  care  service  issues  and  describes  the  different  models 
used  for  the  delivery  of  such  services. 

The  first  section  of  this  chapter  describes  the  organization,  philosophy, 
and  management  of  the  S/HMO  demonstrations.  The  second  section  examines  the 
provider  arrangements,  including  access  to  provider  services,  the  service 
delivery  system,  and  the  financial  agreements  made  with  providers. 

METHODOLOGY 

This  chapter  covers  the  first  30  months  of  project  operation  from  January 
1985  through  June  1987.  Much  of  the  statistical  data  presented,  however,  only 
covers  the  first  24  months  of  operational  experience  because  data  beyond  that 
period  were  not  yet  available  at  the  time  this  report  was  written. 

Qualitative  data  were  collected  through  interviews  with  S/HMD  officials 
at  each  demonstration.  These  officials  included:  S/HMD  executive  directors 
and  key  administrative  staff,  S/HMD  marketing  directors,  selected  S/HMD  board 
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members,  and  former  S/HMO  staff.  The  interviews  were  conducted  in  person 
three  times  between  January  and  December  1986,  and  once  by  telephone  in  spring 
1987.  For  a  listing  of  those  interviewed,  see  Attachment  A.  Interviews 
focused  on  key  organizational  factors  known  to  be  related  to  the  success  of 
prepaid  health  plans  (Lamb  and  Associates,  1980;  Lewin  and  Associates,  1986; 
Slabosky,  1981) .  Correspondence,  contracts,  board  minutes,  reports  by  the 
sites,  audit  reports,  and  other  documents  were  also  collected  and  analyzed. 
Particular  emphasis  was  placed  on  exaiidning  how  corporate  organization, 
management,  and  provider  arrangements  influenced  S/HMD  performance.  A  third 
factor  contributing  to  project  success  —  marketing  and  enrollments  —  is 
addressed  in  Chapter  4. 

BACKGROUND 

The  S/HMD  demonstrations  are  new  organizational  entities  formed  by 
existing  organizations.  In  establishing  the  demonstration  sites,  Brandeis 
University  and  HCFA  agreed  to  test  the  S/HMD  model  in  four  different  market 
environments.  The  models  were  developed  by  two  types  of  sponsors: 

•  Two  established  HMDs:  a  successful,  established  health  maintenance 
organization  (HMO)  (i.e.,  Kaiser  Northwest)  in  Portland,  Oregon;  and  a 
partnership  between  a  mature  HMO  and  an  experienced  direct  long  term  care 
service  provider  (i.e.,  Group  Health,  Inc.  and  Ebenezer  Society);  in 
Minneapolis-St.  Paul,  Minnesota. 

•  Two  types  of  long  term  care  agencies:  Metropolitan  Jewish  Geriatric 
Center,  Inc. ,  a  direct  services  provider  in  Brooklyn,  New  York  and  SCAN, 
a  long  term  care  service  broker  in  partnership  with  a  large  medical 
center  in  Long  Beach,  California. 

The  S/HMD  demonstration  tested  certain  basic  organizational  and  financing 
features.  First,  a  full  range  of  acute  and  chronic  care  services  were  to  be 
provided  through  a  single  organizational  structure.  Second,  the  consolidation 
of  services  with  a  coordinated  case  management  system  was  expected  to  allow 
the  organizations  to  improve  access  to  and  appropriateness  of  services 
delivered.  Third,  the  S/HMOs  were  to  serve  a  cross-section  of  the  elderly 
population  including  the  functionally  impaired  and  unimpaired  elderly. 
Fourth,  the  S/HMOs  were  financed  on  a  prepaid  capitation  basis  by  pooled  funds 
from  Medicare,  Medicaid,  and  member  premiums.  Finally,  the  S/HMOs  were  to 
share  the  initial  financial  risks  and  eventually  were  expected  to  assume  full 
financial  risk  for  service  costs  at  the  end  of  the  first  30  months  of  the 
demonstration . 

CORPOPATE  ORGANIZATION,  PHILOSOPHY,  AND  PIAN  MANAGEMENT 

In  developing  each  SHMO  model,  unique  organizational  structures, 
philosophies,  and  management  approaches  were  utilized.  This  section  describes 
each  of  the  features  for  the  four  S/HMOs. 
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KAISER  PERMANENTE  MEDICARE  PIUS  II 

The  experience  of  Kaiser  Permanente  Northwest  in  establishing  its 
Medicare  Plus  II  S/HMO  project  is  significant  because  it  demonstrates  how  to 
plan  and  operate  a  successful  S/HMO.  Kaiser  Permanente  (KP)  Northwest,  a 
nonprofit  HMO  begun  in  1946  has  286,000  members,  and  operates  as  part  of  a 
national  HMO  organization  located  in  12  regions  with  5  million  members.  It  is 
a  financially  stable  organization  reporting  revenues  of  $4.5  billion  in  1986, 
with  a  9  percent  increase  in  revenues  over  the  previous  year.  Kaiser's  board 
of  12  nationally  prominent  members  and  its  chief  executive  officers  and 
managers  have  been  stable  over  its  years  of  operation,  providing  a  solid  base 
for  a  test  of  an  innovative  program  such  as  the  S/HMO  project. 

KP  Northwest  is  composed  of  three  separate  corporations:  Kaiser 
Foundation  Health  Plan,  Inc.  (KFHP) ;  Kaiser  Foundation  Hospitals  (KFH) ;  and 
Permanente  Medical  Groups,  Inc.  (PMG) .  The  director  of  the  Center  for  Health 
Research,  a  part  of  KFH,  initiated,  planned,  developed,  and  managed  the  S/HMO 
demonstration.  Its  director  serves  as  the  principal  investigator  and 
executive  director  of  the  S/HMO  demonstration  and  also  is  a  corporate  vice 
president  of  Kaiser  Northwest  with  over  20  years  of  HMO  experience.  The 
project  is  housed  in  the  Center,  a  professionally  autonomous, 
multidisciplinary  health  services  research  unit.  Established  in  1964,  it 
employed  115  persons  and  had  a  1986  budget  of  about  $6  million. 

As  was  the  case  with  its  predecessor,  KP's  Medicare  Plus  I,  (a  TEFRA  HMO 
demonstration) ,  the  KP's  Medicare  Plus  II  S/HMO  was  conceived  as  a  special 
research  and  demonstration  project.  As  a  special  project,  the  S/HMO 
demonstration  did  not  require  the  approval  of  the  Kaiser  Northwest  governing 
board  or  the  larger  Kaiser  Permanente  Medical  Care  Program  corporate  board. 
Approval  to  move  forward  with  the  demonstration  came  directly  from  the  Kaiser 
Northwest  regional  admiiiistrator  to  the  Center  director.  While  the  larger  KP 
board  was  aware  of  the  S/HMO,  it  was  not  involved  in  decision  making  relative 
to  the  project. 

Consistent  with  its  broad  corporate  goals,  Kaiser's  decision  to 
participate  in  the  S/HMO  demonstration  project  was  reportedly  based  on  the 
following  objectives: 

•  To  explore  ways  to  control  costs  for  Medicare  members  through  use  of  long 
term  care  substitutes  for  acute  care; 

•  To  examine  ways  to  enhance  the  plan's  Medicare  benefit  package  to 
maintain  a  leadership  position  in  a  market  with  emerging  competition;  and 

•  To  increase  flexibility  in  delivering  services  to  Medicare  members. 

The  willingness  to  test  the  S/HMO  demonstration  was  also  based  on  a  past 
history  of  successful  innovative  projects  sponsored  by  the  Center  director 
including  a  Medicare  HMO  demonstration  project  from  1980  to  1985. 
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The  regional  adndnistrator  delegated  all  decision-making  authority  about 
the  S/HMD  demonstration  to  the  Center  director.  Curing  the  planning  stages, 
the  project  established  an  advisory  committee  of  11  members  from  key  community 
aging  and  social  service  agencies.  Project  staff  obtained  committee  members • 
advice  about  marketing  and  community  resources  that  could  be  used  for  referral 
purposes.  This  committee  met  several  times  over  a  year  and  a  half  and 
disbanded  once  the  S/HMD  became  operational. 

No  major  organizational  or  management  problems  were  identified  at  the 
Kaiser  project  during  the  first  30  months.  The  S/HMD  project  as  developed  by 
Kaiser  was  a  small  added  service  to  its  basic  TEFRA  program.  Only  those 
services  unique  to  the  S/HMD  were  paid  for  and  administered  by  the 
demonstration  project  and  all  other  services  were  fully  integrated  into  the 
regular  Kaiser  program.  The  Kaiser  S/HMD  administrative  staff  included  three 
part-time  employees  to  handle  planning,  budgeting,  reporting,  and 
administration  of  case  management  and  chronic  care  services.  Other 
administrative  activities  were  provided  by  KFHP  staff  rather  than  by  S/HMD 
project  staff.  During  the  first  30  months,  Kaiser  had  stable  leadership 
within  both  KP  Northwest  and  Medicare  Plus  II,  and  had  low  personnel  turnover 
rates  in  project  staff  (see  Table  1) .  Stable  staff  and  managers  along  with 
experienced  leaders  contributed  to  Kaiser's  management  success  with  the 
demonstration. 

SENIORS  PLUS 

In  contrast  to  Kaiser,  the  experience  of  Group  Health,  Inc.  (GHI) ,  a 
similarly  mature  HMD  (in  partnership  with  Ebenezer  Society,  an  established 
long  term  care  provider)  illustrates  the  potential  difficulties  in  developing 
the  S/HMD  model  when  sponsoring  organizations  were  themselves  undergoing 
internal  organizational  change.  Most  particularly  affected  in  this  instance 
was  a  clear  direction  by  the  sponsors  of  Seniors  Plus  for  the  organizational 
innovation  they  were  demonstrating. 

The  experience  of  Seniors  Plus  illustrates  a  natural  tendency  for  a  power 
imbalance  in  a  S/HMD  model  built  on  a  partnership  of  prepaid  acute  care  and 
long  term  care  providers.  Program  expenditures  heavily  weighted  toward  acute 
care  services  tended  to  increase  the  influence  of  the  prepaid  acute  care 
partner  over  the  long  terra  care  organizational  partner,  except  in  the  area  of 
case  management. 

The  initial  impetus  for  the  demonstration  came  from  Ebenezer  staff. 
Ebenezer,  as  an  established  institution  in  Minneapolis  for  more  than  70  years, 
served  over  5,000  elderly,  and  saw  the  S/HMD  as  an  opportunity  to  expand  its 
services.   The  Ebenezer  board  of  directors,  composed  of  21  members  elected  by 
47  governing  Luthern  church  congregations,  expressed  strong  interest  in  the 
S/HMD  concept  and  met  with  Brandeis  University  staff  to  discuss  the  project  in 
1981.  These  discussions  culminated  with  the  board  forming  an  ad  hoc  committee 
to  study  the  feasibility  of  the  concept  and  to  consider  various  options  for 
developing  the  S/HMD  model  under  Ebenezer  sponsorship. 
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A  key  decision  made  by  this  ad  hoc  committee  was  to  select  Group  Health, 
Inc.  as  its  acute  care  S/HMO  partner.  In  reaching  this  position,  the 
committee  reviewed  performance  reports  on  all  Twin  Cities  HMOs.  Committee 
members  were  favorably  inclined  towards  GHI  because  of  its  financial  position, 
stable  management,  member-oriented  philosophy,  and  the  fact  that  GHI  did  not, 
at  that  time,  have  a  Medicare  HMO  demonstration  project. 

In  fall  1983,  the  Ebenezer  Board  approved  full  implementation  of  the 
project  and  the  joint  venture  with  GHI.  After  the  joint  agreement  was 
adopted,  the  decision-making  role  of  the  Ebenezer  ad  hoc  committee  and  board 
was  eliminated,  and  management  decisions  were  delegated  to  and  made  jointly  by 
the  chief  executive  officers  (CEOs)  of  GHI  and  of  Ebenezer. 

The  partnership  agreement  called  for  GHI  and  Ebenezer  to  share  financial 
risks  and  rewards  on  a  50-50  basis.  The  partners  guaranteed  Seniors  Plus  an 
initial  $600,000  line  of  credit  that  was  later  doubled  to  $1.3  million.  Each 
party  agreed  to  an  exclusive  contract  for  the  term  of  the  agreement  (i.e., 
should  the  agreement  terminate,  each  party  was  enjoined  for  an  additional 
three  years  from  entering  into  another  joint  venture  or  other  similar 
arrangement  to  serve  the  elderly) .  This  exclusive  agreement  did  not,  however, 
preclude  participating  in  a  TEFEA  risk  contract  or  Medicaid  prepayment 
demonstration.  In  1984,  GHI  began  serving  Medicare  beneficiaries  under  a 
Medicare  HMO  demonstration  and  subsequently  signed  a  TEFRA  risk  contract  with 
HCEA.  Initial  plans  called  for  beginning  the  marketing  of  Seniors  Plus  prior 
to  initial  marketing  of  the  other  GHI  product  for  seniors.  However,  a 
year-long  delay  in  implementation  of  the  S/HMO  in  1984  made  this  impossible. 
The  uncertainty  created  by  this  delay  required  GHI  to  pursue  an  alternate 
strategy  to  gain  a  foothold  in  the  competitive  market  for  senior  products  in 
the  Minneapolis-St.  Paul  area. 

Although  the  idea  to  develop  a  S/HMO  emanated  from  Ebenezer  Society, 
control  of  the  acute  care  and  ambulatory  care  delivery  system  was  assumed  by 
its  prepaid  health  plan  partner,  GHI.  Seniors  Plus  was  a  distinct  corporate 
entity,  but  it  operated  under  GHI's  State  of  Minnesota  HMO  license.  In 
contrast  to  SCAN  Health  Plan  or  Elderplan,  Seniors  Plus  was  not  a 
free-standing  entity;  for  all  intents  and  purposes,  it  was  organizationally  a 
GHI  product  line  of  business,  with  a  unique  long  term  care  component. 

Under  the  terms  of  the  partnership,  GHI  became  responsible  for  all 
medical  care  services  and  for  selected  administrative  functions  (i.e.,  general 
administration,  membership  services  including  marketing  and  sales,  claims 
processing,  management  information  services,  and  limited  actuarial  functions) . 
Ebenezer  functions  were  clearly  oriented  to  service  rather  than  to  management. 
Ebenezer  agreed  to  provide  institutional  and  (xanmunity~based  long  term  care 
services,  and  to  provide  the  key  management  staff  for  Seniors  Plus. 

The  general  management  of  Seniors  Plus  was  under  the  direction  of  an 
executive  director  who  reported  to  both  GHI  and  Ebenezer  CEOs.  Seniors  Plus 
was  responsible  for  day-to-day  plan  management  including  personnel,  policy  and 
procedures  development,  quality  assurance  and  utilization  review,  and  case 
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management  services  inciting  arranging  long  term  care  services  and  service 
contracts. 

GHI  assumed  a  strong  influence  on  S/HMD  decision-making  while  Ebenezer's 
role  was  limited  to  the  development  of  the  long  term  care  services.  The 
emergence  of  an  influence  on  the  project  occurred  because  OH  recognized  a 
critical  need  to  devise  organizational  responses  to  confront  its  changing 
market  conditions. 

A  pioneer  in  the  HMD  field  since  1957,  GHI  with  its  213,000  members  once 
dominated  the  Twin  Cities  prepaid  health  plan  market.  In  more  recent  years, 
competition  from  other  HMDs  in  an  increasingly  saturated  market  (i.e., 
approximately  60%  of  area  population  enrolled  in  prepaid  health  plans) ,  has 
made  GHI's  competitive  position  more  tenuous.  In  1986,  GHI  reported  cash 
reserves  of  $36  million  and  an  operating  budget  of  $164  million.  The  amount 
of  excess  revenue  left  after  expenses,  however,  had  steadily  dropped  from  $7.7 
million  in  1984  to  $1.6  million  in  1986. 

Similar  to  that  of  GHI,  Ebenezer's  recent  financial  performance  was  cause 
for  management  concern.  In  1984,  the  corporation  reported  losses  of  nearly 
$1.4  million.  In  1985  and  1986,  Seniors  Plus  contributed  to  Ebenezer's 
continuing  losses,  which  were  primarily  attributable  to  changes  in  Medicaid 
nursing  home  reimbursement  rates  and  expenses  related  to  senior  housing 
ventures.  In  February  1987,  Ebenezer  signed  an  affiliation  agreement  with 
Lutheran  General  Health  Care  System  of  Park  Ridge,  Illinois,  a  nonprofit, 
multi-hospital  corporation  that  reported  earnings  of  $21.9  million  on  revenues 
of  $237.3  million  in  1985.  Lutheran  General  planned  to  provide  funds  to 
Ebenezer  for  capital  improvements  and  debt  repayment. 

The  general  financial  problems  of  both  sponsors  strongly  influenced  their 
decisions  with  respect  to  the  S/HMD.  As  Seniors  Plus  experienced  losses 
during  the  first  24  months  of  the  demonstration,  the  sponsors  became  more 
concerned  about  the  demonstration.  The  sponsors  had  not  originally 
anticipated  losses  and  they  became  cautious  about  substantial  investments  in 
the  project. 

GHI's  lack  of  a  coherent  strategic  plan  for  its  Medicare  membership 
initially  led  to  an  internal  competition  between  the  Seniors  Plus  S/HMD  and 
the  Seniors  TEFRA  risk  contract  for  scarce  organizational  resources.  Although 
GHI's  CEO  philosophically  embraced  the  concept  of  expanding  benefits  to 
Medicare  members,  he  considered  the  S/HMD  costly  and  difficult  to  market. 
Initially,  neither  the  chief  financial  officer  nor  the  marketing  director 
actively  supported  the  demonstration.  It  was  not  until  the  demonstration  had 
been  operating  for  approximately  nine  months  that  GHI  recognized  the  need  for 
a  senior-staff  liaison  between  GHI  and  the  Seniors  Plus  executive  director  to 
expedite  demonstration  decisions.  GHI  appointed  its  vice  president  of 
marketing,  sales,  and  market  services  to  serve  in  this  capacity.  The 
provision  of  this  liaison  reportedly  improved  the  SHMD  decision-making  process 
but  did  not  entirely  resolve  organizational  conflicts  over  the  merits  of  the 
demonstration . 
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The  issues  both  partners  struggled  with  included  how  to  avoid  adverse 
selection  when  marketing  the  S/HMD  in  conjunction  with  the  TEFRA  contract,  how 
to  handle  the  plan  losses  related  to  the  low  premium,  and  how  to  solve 
marketing  problems.  These  issues  were  compounded  by  the  fact  that  GHI  was 
unwilling  to  make  the  S/HMD  a  top  priority.  The  S/HMD  was  only  one  of  ten  GHI 
product  lines  and  represented  the  smallest  in  size,  with  less  than  one  percent 
of  GHI  enrollment  at  the  end  of  the  first  24  months. 

One  issue  for  Seniors  Plus  was  the  apparent  slowness  of  senior  GHI  and 
Ebenezer  managers  to  respond  to  organizational  problems,  the  chief  problem 
being  the  marketability  of  the  S/HMD  in  a  highly  competitive  environment.  A 
contributing  factor  to  this  lack  of  responsiveness  was  an  internal  conflict 
among  GHI  managers  as  well  as  top  management  turnover  unrelated  to  the  S/HMD 
project.  The  CEO  of  GHI  left  after  the  first  year  of  the  S/HMD  project  and  an 
acting  CEO  was  appointed  for  six  months  until  a  new  CEO  was  installed. 

At  Ebenezer,  board  and  CEO  disputes  unrelated  to  the  S/HMD  demonstration 
led  to  the  CEO's  resignation;  a  new  CEO  was  installed  in  September  1985. 
Ebenezer' s  financial  and  management  problems  led  to  questions  about  its 
commitment  to  the  project,  principally  its  continued  ability  to  share  losses 
as  stated  in  the  joint  partnership  agreement.  These  developments  led  Ebenezer 
to  reconsider  its  role  in  the  demonstration  and  tend  to  view  its  participation 
more  narrowly  as  a  service  contractor  to  Seniors  Plus. 

In  the  second  year,  GHI  and  Ebenezer  decided  to  save  money  by  restricting 
resources  for  marketing  the  S/HMD  and  placing  increased  emphasis  on  containing 
costs  for  existing  members.  This  decision  was  based  on  a  GHI  management 
report  that  every  new  Seniors  Plus  enrollee  represented  a  $10  per  member  per 
month  loss  for  GHI  while  every  new  Seniors  TEFRA  risk  enrollee  represented  a 
$15  per  member  per  month  profit.  GHI  management  adopted  a  minimal  growth 
strategy  for  Seniors  Plus  maintaining  their  commitment  to  the  demonstration, 
but  without  giving  the  S/HMD  an  emphasized  organizational  visibility. 

The  executive  director  of  the  S/HMD  project  served  for  the  first  27 
months  then  resigned  to  return  to  Ebenezer,  where  he  had  served  as  a  manager 
prior  to  development  of  the  S/HMD  demonstration  project.  The  associate 
director  of  the  S/HMD,  also  a  former  Ebenezer  employee,  was  appointed  to  the 
executive  director  position  after  the  first  director's  resignation.  The  fact 
that  the  management  of  the  S/HMD  project  came  from  Ebenezer  with  no  HMD 
experience  apparently  contributed,  at  least  to  some  extent,  to  corporate 
decision-making  problems  relative  to  the  project.  Internal  strains  and  the 
uncertainty  of  the  project's  future  probably  contributed  to  the  36  percent 
staff  turnover  rate  within  the  S/HMD  during  the  second  year  of  operation  (see 
Table  1) .  In  addition,  during  the  first  24  months  of  the  demonstration, 
three  different  marketing  directors  were  responsible  for  the  S/HMD  project. 
The  turnover  rates  in  marketing  were  related  to  the  marketing  problems 
described  in  Chapter  4. 

In  spite  of  these  issues,  particularly  the  problems  with  marketing  the 
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S/HMO,  the  Seniors  Plus  staff  appeared  to  work  cooperatively  and  efficiently. 
The  program  had  no  major  problems  in  establishing  provider  networks  and 
managing  the  S/HMO  acute,  ambulatory,  and  long  term  care  service  delivery 
system.  Day-to-day  operations  were  smooth  and  nonproblematic. 

SCAN  HEALTH  PLAN 

One  of  the  principal  organizing  forces  behind  SCAN  Health  Plan  (SHP)  and 
its  sponsor,  the  Senior  Care  Action  Network  (SCAN) ,  was  St.  Mary  Medical 
Center  (SMMC)  of  Long  Beach.  St.  Mary  was  a  540  bed  community  hospital,  one 
of  25  acute  care  facilities  composing  the  13th  largest  centrally  managed  U.S. 
multi-hospital  system,  Sisters  of  Charity  Health  Care  System,  Houston,  Texas. 
St.  Mary  reported  revenues  of  over  $138  million  in  1986.  St.  Mary's  was 
seeking  to  expand  its  mission  to  serve  older  persons  in  what  was  also  a  highly 
competitive  health  services  market.  St.  Mary's  provided  $300,000  in  grants 
and  technical  and  legal  assistance  to  establish  SCAN.  SCAN  was  incorporated 
as  a  nonprofit  California  corporation  in  1978,  with  its  purpose  to  plan  and 
coordinate  a  network  of  social  services  for  Loilg  Beach  seniors.  The  St.  Mary 
associate  administrator  served  as  chairperson  of  the  SCAN  board  from  1982  to 
1984,  the  planning  period  of  the  S/HMO  project   SCAN  gained  experience  as  a 
long  term  care  organization  during  this  period/,*  but  remained  small  with  about 
$1.9  million  in  revenues  in  1986.  % 

SHP  was  incorporated  in  1983  as  a  nonprofit  public  benefit  corporation 
with  SCAN  as  sole  corporate  member.  As  the  sole  corporate  member,  SCAN, 
acting  through  its  board  of  directors,  exercised  ultimate  control  over  the 
health  plan  including  appointment  of  board  members  and  top  management, 
approval  of  budgets  and  contracts,  and  authority  to  amend  the  bylaws  and 
articles  of  incorporation. 

In  bidding  to  be  the  SHP  hospital  provider,  St.  Mary  and  one  other  Long 
Beach  hospital  agreed  to  establish  a  $1  million  line  of  credit  to  help  SCAN 
finance  S/HMO  start-up  costs.  While  SCAN  discussed  this  offer  with  all  three 
bidders,  the  SCAN  CEO  and  board  informally  agreed  to  give  St.  Mary  first 
consideration.  The  SCAN  CEO  and  management  staff  recommended  to  the  SHP  board 
that  the  demonstration  enter  into  an  exclusive  arrangement  with  St.  Mary  for 
acute  care  services.  This  agreement  was  approved  before  SHP  began  operation 
and  remained  in  effect  during  the  first  30  months  of  the  project. 

During  its  first  30  months  of  operation  St.  Mary  Medical  Center  was  the 
formal  contractor  for  the  acute  and  nursing  home  services  provided  by  SHP, 
under  a  capitated  agreement.  In  addition,  prior  to  the  operation  of  SHP,  with 
encouragement  from  St.  Mary,  SHP  selected  the  St.  Mary  physician  group. 
Physicians  of  Greater  Long  Beach  (PGIB) ,  as  the  SHP  contractor  for  medical 
services.  St.  Mary  operated  and  managed  PGLB  and  thus  had  a  major  influence 
over  PGLB  policies  and  finances.  As  informal  sponsor  of  SCAN  and  SHP  and  as 
the  major  provider  of  SHP  acute  care,  nursing  home  services,  and  (indirectly) 
physician  services,  St.  Mary  had  a  critical  interest  in  decision-making  at  the 
S/HMO  demonstration. 
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The  St.  Mary  influence  on  SHP  beard  decisions  shaped  the  organization, 
provider  delivery  system,  and  financial  arrangements  of  the  organization. 
While  both  St.  Mary  and  SHP  had  a  strong  financial  interest  in  the  outcome  of 
the  S/HMD,  the  goals  of  the  organizations  may  not  have  been  congruent.  St. 
Mary,  as  an  organization  with  $138  million  in  revenues  in  1986,  had  an 
interest  in  general  in  maximizing  its  revenues.  To  the  extent  that  SHP 
contracted  for  services  with  St.  Mary,  and  its  related  organizations,  SHP  was 
a  $4.5  million  revenue  source  for  St.  Mary  in  1986.  On  the  other  hand,  SHP 
had  a  need  to  control  its  capitation  rate  to  St.  Mary  and  both  had  a  need  to 
control  utilization.  SHP's  interest  in  expanding  its  service  providers  to 
increase  enrollment  was  also  in  conflict  with  the  desire  of  St.  Mary  and  PGL3 
to  serve  as  exclusive  contractors. 

At  the  same  time  that  the  demonstration  began  to  address  the  problems 
associated  with  starting  a  new  organization,  SHP  experienced  instability  in 
governance  with  an  approximately  75  percent  turnover  of  its  12-14  member  SHP 
board  between  1985  and  1987.  In  1985,  4  members  resigned  and  were  replaced  by 
5  new  members.  In  1986,  6  members  resigned  and  7  members  were  added.  Some  of 
the  SHP  board  resignations  reportedly  were  attributable  to  an  inability  of 
board  members  to  resolve  conflicts  between  SHP  and  its  sponsor,  St.  Mary. 
Other  resignations  were  the  result  of  normal  attrition  due  to  the  aging  of  its 
board  members,  and  geographical  moves  of  members.  Two  resignations  were 
necessary  in  order  to  avoid  conflicts  of  interest  between  board  members  and 
firms  with  whom  contracts  were  being  negotiated. 

The  SCAN  and  SHP  boards  developed  procedures  for  board  operation  that 
required  their  members  to  declare  any  potential  conflict  of  interest  and  to 
abstain  from  making  any  decisions  which  might  affect  them  or  any  institutions 
with  which  they  are  affiliated.  Nonetheless,  the  SHP  board  was  composed  of  a 
number  of  individuals  who  represented  each  of  the  health  plans  major  risk 
sharing  providers.  This  is  done  to  take  advantage  of  their  expertise  in 
health  care  and  to  secure  their  commi'bnent  to  the  demonstration.  In  addition 
to  the  associate  administrator  of  St.  Mary,  other  members  of  the  1985-1986 
board  included  the  president  of  Physicians  of  Greater  Long  Beach;  a  contract 
optometrist;  a  contract  dentist;  and  the  CEO  of  a  social  service  agency  with  a 
large  SCAN  contract  and  a  smaller  SHP  contract.  This  strong  presence  of 
plan-related  providers  on  the  SHP  board  gave  the  appearance  of  potential 
conflicts  and  may  have  disadvantaged  consumer  members  who  tended  to  defer  to 
these  parties  on  financial  and  contractual  matters. 

While  SHP  board  members  spent  a  great  deal  of  time  on  operational  matters 
as  evidenced  by  the  frequency  of  board  and  committee  meetings,  they  did  not 
appear  well-informed  about  demonstration  policy  matters.  The  board  did  not 
appear  to  have  had  a  clear  understanding  of  the  demonstration's  objectives  or 
to  have  carefully  monitored  SHP  progress  in  meeting  them.  Furthermore,  the 
complexity  of  issues  related  to  financing,  delivery  systems,  and  marketing 
appeared  to  be  beyond  the  experience  and  knowledge  of  most  board  members. 

During  the  first  28  months,  authority  for  the  management  of  SHP  staff  was 
bifurcated  between  the  plan  administrator  and  the  CEO.  The  SHP  administrator 
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was  responsibile  for  day-to-day  management  of  the  medical  director,  case 
management  services,  management  information  services,  marketing,  health 
education  services,  and  general  plan  administration.  The  SHP  CEO  supervised 
the  plan  adndnistrator,  the  public  information  coordinator,  and,  most 
importantly,  the  financial  services  director.  An  annual  agreement  provided 
that  SCAN  deliver  these  management  services  to  SHP,  including  those  of  the  CEO 
and  CEO  management  and  support  personnel. 

The  SCAN  CEO  had  no  previous  experience  with  HMD  management  or  with  the 
provision  of  acute  and  ambulatory  care  services.  The  SHP  administrator  had 
over  15  years'  experience  working  with  HMDs,  but  no  experience  in  establishing 
and  managing  a  complex  individual  practice  association  (IPA)  model. 
Differences  in  experience,  management  styles,  and  the  organizational  structure 
contributed  to  conflicts  over  administrative  decisions. 

In  April  1987,  the  SHP  adnunistrator  resigned  after  the  board  rejected 
his  proposals  regarding  physician  services  contracts,  changes  in  his 
administrative  authority  and  disagreement  concerning  the  appropriate  influence 
of  St.  Mary  Medical  Center,  and  some  administrative  decisions  by  the  GEO.  The 
CEO  assumed  all  direct  management  for  both  SCAN  and  SHP  and  the  plan 
administrator  was  not  replaced. 

Tensions  among  top  SHP  management  appeared,  in  part,  to  affect  staff 
turnover  rates.  The  SHP  turnover  rate  was  32  percent  in  1985  and  37  percent 
in  1986,  higher  rates  than  in  the  other  S/HMOs  (see  Table  1) .  In  addition, 
the  SHP  CEO  and  administrator  terminated  several  employees,  including  3 
marketing  directors  during  the  first  24  months  and  1  in  1987.  SHP  also 
terminated  two  financial  managers  during  this  period  and  one  in  the  start-up 
period. 

Management  of  a  large  brokered  service  delivery  system  would  be  difficult 
under  any  circumstances.  The  newness  and  complexity  of  acute  health  care 
service  management  in  particular  was  handled  through  contractual  relationships 
with  St.  Mary  and  PGIB.  In  spite  of  these  contractual  agreements,  substantial 
administrative  effort  and  expertise  had  to  be  developed  at  SHP. 

ELDEPPIAN 

The  organizational  evolution  of  the  S/HMO  model  at  Elderplan,  like  that 
at  SHP,  demonstrated  the  difficulties  of  long  term  care  providers  entering 
into  acute  care  services  and  HMD  management.  Elderplan  was  a  nonprofit 
corporation  formed  by  the  Metropolitan  Jewish  Geriatric  Center  (MJGC)  in  1982. 
MJGC  was  a  large,  voluntary  nonprofit  corporation  licensed  as  a  residential 
health  care  facility  by  the  New  York  State  Department  of  Health  and  wholly 
committed  to  providing  institutional  and  community-based  long  term  care 
services  to  Brooklyn  seniors  since  1907.  With  annual  revenues  of  $55  million, 
MJGC  agreed  to  cover  the  start-up  costs  for  Elderplan.  MJGC  loaned  Elderplan 
up  to  $1.77  million  and  guaranteed  a  low-interest  loan  of  $300,000  from  the 
Robert  Wood  Johnson  Foundation. 
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The  MJGC's  stated  objective  in  incorporating  Elderplan  was  to  establish 
an  organization  capable  of  operating  independently  as  a  health  maintenance 
organization  in  the  State  of  New  York.  Governance  arrangements  acted  to 
ensure  Elderplan' s  control  by  MJGC  since  at  least  tvo-thirds  of  the 
demonstration  board  of  directors  were  required  to  be  MJGC  trustees  and  three 
board  positions  were  held  by  MJGC  officers.  However,  in  contrast  to  SHP  board 
members,  MJGC  board  members  tended  to  be  prominent  members  of  the  financial 
community  and  abided  by  strict  prohibitions  against  personal  board  member 
financial  conflict  of  interest. 

The  boards  of  both  MJGC  and  Elderplan  were  extremely  stable.  Nine  of  the 
16  members  appointed  to  the  Elderplan  board  in  1982  still  served  in  1986.  In 
addition,  the  majority  of  MJGC  board  members  served  on  the  MJGC  board  and  the 
Elderplan  board  during  the  three  years  of  planning  and  the  30  months  of  the 
demonstration.  Stability  in  board  membership  added  to  continuity  in 
decision-making  and  to  a  growing  expertise  among  board  members  in 
understanding  the  problems  and  issues  of  a  S/HMO  providing  capitated  acute 
care  health  services.  Many  Elderplan  board  members  had  served  on  the  MJGC 
board  and  gained  experience  with  its  long  term  care  service  delivery  and 
financing  system.  They  were  already  insightful  about  issues  related  to 
providing  chronic  care  services  to  functionally  impaired  S/HMO  enrollees. 

As  Elderplan  became  operational  and  began  to  experience  marketing 
difficulties  and  other  start-up  problems,  board  members,  at  the  urging  of  the 
Elderplan  Executive  Director  and  General  Director,  assumed  a  more  active 
advisory  role  in  relation  to  Elderplan.  For  example,  the  board  president,  at 
the  erKSOuragement  of  the  Executive  Director,  attempted  to  cultivate 
relationships  with  board  members  of  Maimonides  Hospital  with  the  goal  of 
influencing  the  hospital  to  extend  admitting  privileges  to  Elderplan  primary 
care  physicians.  While  this  effort  was  not  successful,  the  exigencies  of 
Elderplan  forced  the  board  to  demand  a  different  style  of  governance  for  the 
demonstration  than  their  traditional  MJGC  governing  approach,  which  was 
characterized  by  delegating  all  operational  decision-making  to  the  CEO. 

In  July  1985,  the  board's  executive  committee  asked  for  a  marketing  plan 
and  authorized  additional  marketing  expenditures.  In  response  to  continued 
enrollment  problems,  the  board  established  a  marketing  cammittca  to  work  with 
the  staff.  The  board  also  formed  a  corporate  planning  committee  that  included 
3  MJGC  officers.  The  purpose  of  this  committee  was  to  consider  options  to 
encourage  plan  growth  and  ensure  plan  survival  (e.g.,  investigate  partnerships 
and  other  joint  ventures  with  prepaid  health  plans  and  insurance  companies) . 
The  board's  consultant  recommended  that  marketing  activities  could  be 
strengthened  by  a  joint  venture  relationship  with  a  larger  HMO. 

In  light  of  Elderplan' s  experience,  governing  bodies  of  long  term  care 
organizations  contemplating  the  S/HMO  model  should  first  gain  familiarity  with 
the  financial,  delivery  system,  and  marketing  issues  related  to  operating  a 
prepaid,  acute  health  care  delivery  system.  Board  members  interviewed 
acknowledged  that  during  the  planning  phase  for  Elderplan  they  had  not 
realized  how  organizationally  complex  the  S/HMO  model  was  or  how  the 
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demonstration  could  adversely  affect  the  sponsor,  MJGC.  For  example,  the 
decision  to  establish  a  group  model  HMD,  rather  than  to  rely  on  an  IPA  primary 
care  model,  was  not  clearly  understood.  Even  with  the  active  participation  of 
Elderplan  board  members,  management  problems  persisted  throughout  the  first  30 
months  of  the  demonstration. 

The  CEO  of  MJGC  served  as  the  executive  director  of  Elderplan.  Although 
the  CEO  had  almost  20  years  of  experience  managing  MJGC,  the  GEO  had  no 
knowledge  of  HMD  or  acute  care  management.  With  $55  million  in  revenues  and 
three  major  organizations  in  addition  to  Elderplan  to  manage,  the  CEO  of  MJGC 
delegated  authority  for  most  decisions  to  the  Elderplan  general  director 
during  the  first  24  months.  The  CEO  was  not  involved  in  many  of  the  key 
planning,  organizational,  and  management  decisions  relative  to  Elderplan. 

The  general  director  had  been  the  primary  initiator  and  developer  of  the 
S/HMO  project  at  Elderplan.  The  Elderplan  general  director  had  ten  years 
prior  experience  planning  and  managing  a  long  term  care  program  but  no 
experience  managing  an  HMD.  The  general  director  had  previously  served  as  the 
director  of  planning  and  cxanmunity  services  for  MJGC,  and  fashioned  an 
approach  to  management  after  the  centralized  decision  making  style  of  Kaiser's 
Center  for  Health  Services  director. 

In  fall  1986,  the  individual  who  served  as  the  general  director  since 
Elderplan' s  inception  became  Associate  Executive  Director  of  Corporate  Affairs 
for  MJGC.  The  position  of  general  director  was  assumed  by  the  Elderplan  plan 
administrator,  a  person  with  15  years  of  experience  in  health  care  management 
including  managing  an  HMD. 

During  the  first  24  months  of  operation,  some  internal  staff  conflicts 
occurred  between  the  general  director  and  some  senior  staff,  along  with  low 
staff  morale.  Personnel  turnover  rates  at  Elderplan  increased  from  14  percent 
during  the  first  year  to  over  36  percent  during  the  second  year  of  operation 
(see  Table  1) .  The  high  turnover  rates  were,  in  part,  symptoms  of  the  stress 
faced  by  the  staff  of  a  newly  formed  organization.  Other  personnel  changes 
were  made  in  the  marketing  program  to  respond  to  marketing  problems,  where  3 
different  directors  served  during  the  first  24  months.  Management  problems 
led  to  delays  in  inplementing  corrective  actions  when  start-up  problems 
occurred.  As  Elderplan  gained  experience  and  same  personnel  changes  were 
made,  the  internal  conflicts  and  problems  with  marketing,  management 
information  systems  and  other  program  operations  began  to  diminish. 

The  management  of  Elderplan  was  made  more  difficult  by  management 
problems  at  Geriatric  Medicare  Associates  (GMA)  during  the  first  30  months  of 
operation.  The  absence  of  a  full-time  medical  director,  coupled  with  the 
shortage  of  physicians,  was  problematic.  In  addition,  GMA  experienced  a 
series  of  problems  with  its  general  adininistrators,  resulting  in  termination 
of  two  administrators.  The  GMA  staff  grew  from  16  to  46  with  a  turnover  rate 
of  76  percent  between  1985  and  1986,  leaving  25  staff  members  at  the  end  of 
the  period.  In  early  1986,  the  Elderplan  plan  administrator  had  to  assume  the 
GMA  administrator  position  as  well  as  her  own.  This  situation  continued  until 
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the  fall  of  1986,  thus  diluting  the  attention  the  administration  could  give  to 
Elderplan.  After  a  new  administrator  was  hired  at  GMA,  Elderplan  management 
reported  improvements  about  problems  with  the  receptionist  staff  and 
appointment  times  continued  to  occur. 

PROVIDER  ARRANGEMENTS 

Critical  to  the  success  of  any  prepaid  health  plan,  including  the  S/HMO, 
is  the  provision  of  accessible  physician  care  of  high  quality  (Slabosky,  1981; 
Lamb  and  Associates,  1980) .  As  Lewin  and  Associates  (1986)  have  observed, 
physicians  influence  an  HMO's  reputation  in  the  community,  and  the  way 
physicians  are  selected,  organized,  and  paid,  help  define  the  HMO.  Equally 
important  for  S/HMO  demonstrations  are  the  type  of  hospital  and  chronic  care 
provider  arrangements.  This  section  discusses  how  S/HMOs  ensured  access  to 
provider  services  and  how  the  service  delivery  systems  and  payment  methods 
were  designed. 

At  Medicare  Plus  II  and  Seniors  Plus,  provider  service  delivery 
arrangements  for  the  S/HMOs  were  generally  well  developed  to  provide  access  to 
S/HMO  services.  As  was  expected  for  financially  stable  HMOs  already  serving 
Medicare  beneficiaries  through  TEFRA  risk  contracts,  Kaiser  and  Group  Health 
experienced  minimal  problems  in  establishing  provider  service  delivery 
systems,  including  case-managed  chronic  care  services  to  selected  enrollees. 
This  was  not  the  case  at  SHP  and  Elderplan,  where  deficiencies  in  provider 
service  delivery  arrangements  were  problematic  for  acute  and  ambulatory  care 
services. 

KAISER  PERMANENTE  MEDICARE  PLUS  II 

Access  to  Services 

The  basic  philosophy  of  KP  service  delivery  was  to  fully  integrate  S/HMO 
demonstration  members  into  its  regular  health  care  delivery  system,  using  its 
established  hospital  and  physician  services.  KP  had  had  extensive  experience 
with  Medicare  enrollees,  having  had  over  20,000  members  in  cost  contracts 
prior  to  its  1980  HMO  Medicare  Plus  I  demonstration  project  which  enrolled 
approximately  7,800  Medicare  beneficiaries.  Its  physicians  and  plan  managers 
generally  did  not  feel  the  need  for  geriatric  specialists.  KP  internists  had 
extensive  experience  with  older  members. 

The  medical  director  for  Medicare  Plus  II  was  an  internist  with  an 
interest  in  geriatrics  but  no  specialized  training  in  geriatrics.  During  the 
first  year  of  the  S/HMO  demonstration,  the  director  allocated  2  half  days  a 
month  to  the  S/HMO  demonstration  for  coordination  and  consultation  with  S/HMO 
staff.  The  S/HMO  project  also  used  the  services  of  a  geriatrician  as  a 
clinical  consultant  during  the  first  two  years  of  the  project,  but  this 
physician  left  KP  and  was  not  replaced. 

Beginning  in  1986,  KP  urged  Medicare  members  to  select  their  own 
physician.  A  survey  of  20,000  Medicare  members  found  that  many  older  persons 
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had  not  identified  a  usual  source  of  primary  care  within  the  KP  system.  By 
encouraging  older  members  to  select  a  regular  physician,  KP  was  also 
attempting  to  balance  physician  caseloads  and  improve  access. 

One  major  impact  on  the  KP  delivery  system  of  the  growth  in  numbers  of 
elderly  enrollees,  including  S/HMO  members,  was  an  increase  in  the  demand  for 
hospital-based  social  services  and  home-health  care  services.  In  an  effort  to 
minimize  readmission  rates,  KP  hospital  social  service  departments  initiated 
new  discharge  planning  procedures  emphasizing  a  case  management  approach  to 
follow  hospitalized  patients  after  discharge.  S/HMO  members  who  needed 
chronic  care  services,  however,  received  case  management  from  the  S/HMO  staff. 
Thus,  KP  made  adaptations  in  both  its  own  delivery  system  and  its  S/HMO  to 
ensure  access  to  services  for  the  elderly. 

Service  Delivery  and  Payment  Methods 

Figure  1  shews  the  Medicare  Plus  II  service  delivery  and  financial 
arrangements.  The  Medicare  Plus  II  project  as  developed  by  KP  was  a  small 
service  added  to  the  basic  TEFRA  HMO  program.  Only  chronic  care  services 
unique  to  the  S/HMO  were  paid  for  and  administered  by  the  demonstration 
project.  All  other  services  were  fully  integrated  into  the  regular  KP 
program.  Medicare  Plus  II  had  all  its  basic  services  provided  through  KFHP 
Northwest  and  its  related  corportiens:  Kaiser  Foundation  Hospitals  (KFH)  and 
KP  physicians  (PMG) . 

KFH  owned  and  operated  two  hospitals  in  Portland,  available  to  S/HMO 
members.  Owning  its  own  hospitals  and  having  its  own  physician  group  gave 
Kaiser  strong  control  over  hospital  service  utilization  as  well  as  costs.  KFH 
inpatient  hospital  services  were  capitated  and  included  emergency  room  care, 
discharge  planning,  and  ancillary  services.  KFH  reported  its  average  acute 
care  hospital  rate  to  be  $711  per  day.  KFHP  contracted  for  additional  private 
hospital  services  as  necessary  when  the  KFHP  facilities  and  emergency  room 
services  were  full.  KP  paid  100  percent  of  the  fee-for-service  community 
rates  for  its  extra  hospital  contract  and  ambulance  services.  To  give  KFH 
less  incentive  to  refer  patients  to  private  hospitals  and  to  control  costs, 
KFH  assumed  full  financial  risk  for  its  contract  hospital  services  in  1987. 

In  1986,  KP  operated  10  medical  offices  used  by  S/HMO  members  in  the 
Portland  metropolitan  area.  There  were  350  board  eligible  and  certified 
physicians,  representing  all  the  major  specialties  of  medicine  and  surgery. 
KP  Medicare  Plus  II  developed  capitation  risk  arrangements  with  its 
physicians,  under  an  annual  negotiated  contract.  Physicians  received 
incentives  for  savings  made  on  their  own  budgets  and  on  hospital  utilization. 
At  KP,  this  incentive  has  typically  amounted  to  about  $2,000-3,000  per 
physician  in  years  when  there  was  a  surplus.  During  1986,  KFH  faced  a  deficit 
for  the  first  time  in  its  hospital  services  (about  $800,000) ,  so  PMG  was  not 
expected  to  receive  an  incentive  payment  in  1986  and  was  under  pressure  to 
reduce  utilization  and  costs. 

Physicians  were  expected  to  have  approximately  26  appointments  per  day 
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and  no  additional  time  was  scheduled  for  Medicare  enrollees.  Physicians 
received  the  same  capitation  rate  for  all  members;  the  rate  was  based  on  the 
average  for  all  Kaiser  Permanente  Medicare  and  non-Medicare  members.  While 
physicians  reported  concerns  about  the  growing  number  of  Medicare  members, 
they  did  not  appear  to  have  problems  with  the  capitation  rate. 

KP  also  provided  services  beyond  basic  Medicare  coverage  such  as 
ancillaries,  outpatient  pharmacy,  physical  exams,  eye  glasses,  and  hearing 
aids  to  Medicare  Plus  members.  These  were  provided  by  KFHP  under  its 
capitation  rate. 

Even  though  KP  was  an  HMO  with  little  experience  in  providing  chronic 
care  services,  it  had  no  problems  in  making  arrangements  with  cammunity 
agencies  for  services.  KP  used  its  Medicare  TEFRA  long  term  care  service 
providers  for  chronic  care,  and  added  a  few  new  providers  for  those  types  of 
services  not  traditionally  provided  by  Medicare. 

KFHP  reported  using  82  private  vendors  for  Medicare  and  non-Medicare 
expanded  and  chronic  care  services  in  1986.  For  chronic  care  services  not 
traditionally  covered  by  Medicare,  the  S/HMO  used  49  separate  skilled  nursing 
facilities  (SNFs)  and  35  intermediate  care  facilities  (ICFs)  in  the  area, 
although  most  use  was  in  about  6  SNF/ICF  and  4  to  5  ICF  facilities.  Medicare 
Plus  II  also  used  one  residential  care  facility  that  had  personal  care  and 
extended  care  for  respite.  KP  also  used  2  adult  day  health  care  agencies  in 
the  community  for  such  services,  and  one  of  these  provided  social  day  care 
services. 

For  Medicare  and  non-Medicare-covered  home-care  services,  KP  had  its  own 
certified  home-health  care  agency,  which  also  operated  its  own  hospice  program 
and  chronic  care  service  program.  In  1986,.  this  agency  had  a  budget  of  $3.4 
million,  employed  110  full-time  staff  members  (mostly  nurses) ,  and  made  about 
52,000  service  visits.  KP  also  used  2  certified  home-health  community 
agencies  for  Medicare  services,  especially  when  coverage  was  needed  seven  days 
a  week  and  at  night.  In  addition,  KP  used  12  in-home  agencies  for  hamemaker 
and  personal  care,  24  for  respite  and  companion  care  agencies,  and  other 
community  agencies  for  chronic  care  services. 

None  of  KFHP's  private  long  term  care  vendors  had  formal  contracts, 
although  KP  expected  to  develop  formal  contracts  with  long  term  care  vendors 
in  late  1987.  It  was  not  until  the  spring  of  1986  that  KFHP  established  a 
department  of  community  medical  services  for  contracting  with  community 
agencies.  The  initial  priority  was  developing  contracts  for  high-cost, 
high-technology  services  such  as  cardiac  surgery.  Contracts  for  long  term 
care  services  were  not  planned  until  later  in  1987  or  1988.  The  primary 
emphasis  on  contracts  was  to  control  costs  and  ensure  services  of  high 
quality. 

KP  paid  all  its  community  vendors  on  a  fee-for-service  basis  at  100 
percent  of  the  community  rate.  KP's  philosophy  historically  had  been  to  pay 
community  rates  in  order  to  ensure  access  and  good  relationships  with 
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community  providers.  In  addition,  by  having  its  own  physicians,  KP  was  able 
to  control  its  service  utilization  directly  so  that  paying  community  rates  was 
not  a  concern. 

SENIORS  PIUS 

Access  to  Services 

In  contrast  to  the  large  and  stable  KP  delivery  system,  the  Seniors  Plus 
demonstration  began  at  a  time  when  its  sponsor's  relations  with  providers  were 
being  transformed.  In  1983,  Group  Health,  Inc.  (GHI)  decided  to  expand  its 
30-year-old  staff  model  to  establish  a  network-model  HMO,  a  combination  of 
GHI-staffed  clinics  and  contractual  group  practices.  In  1986,  there  were  10 
affiliated  physician  contracts  representing  23  clinic  sites  in  addition  to  GHI 
staff -model  clinics.  This  structural  change  was  designed  to  improve  GHI 
marketability  in  the  Twin  Cities. 

GHI  physician  clinics  continued  to  see  approximately  95  percent  of  all 
enrollees,  while  its  affiliated  clinics  served  the  remaining  members.  Seniors 
Plus  restricted  enrollee  physician  choice  and  access  to  GHI  staff  physicians 
at  14  clinic  sites  (i.e. ,  approximately  200  physicians) .  Enrollees  in  the  GHI 
TEERA  risk  Seniors  plan  were  free  to  see  any  physician  affiliated  with  GHI. 
While  Seniors  Plus  recognized  this  structure  might  limit  access  somewhat,  the 
decision  was  made  to  ensure  greater  control  over  plan  utilization  and 
expenditures. 

GHI  management  considered  establishing  a  geriatric  medicine  department 
and  designating  a  specific  hospital  for  care  of  its  older  members  but  rejected 
these  approaches  in  favor  of  integrating  Medicare  beneficiaries  into  the  usual 
GHI  delivery  system,  while  devising  new  ways  to  respond  to  the  special  needs 
of  elderly  enrollees.  GHI  reasoned  that  this  approach  would:   (1)  lead  to  a 
better  quality  of  care  for  its  geriatric  patients;  (2)  provide  better  access 
to  services;  and  (3)  help  with  marketing  if  patients  had  more  decentralized 
access  to  services.  Finally,  GHI  believed  that  its  physicians  would  be  more 
satisfied  if  they  all  had  well-rounded  practices  rather  than  some  having  to 
concentrate  on  geriatric  members. 

During  the  first  17  months  of  the  S/HMO,  a  GHI  geriatrician  served  both 
as  a  regular  clinician  and  part-time  medical  director  for  15-20  percent  of  his 
time.  After  that  period,  the  geriatrician  continued  as  a  10  percent 
consultant  to  Seniors  Plus  and  as  the  medical  director  for  administrative 
issues.  The  medical  director  was  involved  in  utilization  review.  He 
particularly  worked  with  the  Seniors  Plus  nurse  practitioner,  who  handled 
nursing  home  patients  and  attended  weekly  case  conferences,  and  served  as  a 
liaison  with  GHI  physicians. 

GHI  had  made  same  substantial  changes  in  its  operation  to  accamodiate 
geriatric  patients  since  the  implementation  of  its  TEERA  Seniors  program  and 
S/HMO  Seniors  Plus  project.  The  physicians,  nurses,  and  receptionists  were 
trained  to  be  more  sensitive  to  the  needs  of  the  elderly,  and  particularly  to 
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allow  same-day  appointments  with  physicians.  GHI  established  a  geriatric 
resource  team  at  each  clinic,  one  or  two  physicians  with  a  particular  interest 
in  geriatric  medicine.  In  1986,  these  approximately  30  physicians  met 
regularly  in  an  educational  forum  to  discuss  issues  related  to  geriatrics 
practice.  Issues  addressed  by  this  system-wide  group  included  the  use  of 
prescriptions,  nursing  homes  as  substitutes  for  acute  care,  and  other  issues 
of  particular  interest  to  physicians  treating  geriatric  patients.  GHI  also 
established  a  discharge  planning  team  and  appointed  a  geriatric  nurse 
practitioner  (GNP)  to  handle  nursing  home  clients.  These  activities  improved 
early  discharge  and  coordination  of  care,  particularly  care  in  the  transition 
and  rehabilitation  facilities  GHI  used.  In  addition,  in  1982  GHI  adopted  an 
encounter-based  system  for  planning  physician  staffing  that  allowed  Medicare 
members  to  be  counted  on  a  1.1  to  1  basis  to  allow  physicians  to  devote  more 
time  to  its  Medicare  members. 

Service  Delivery  and  Payment  Methods 

Revenues  for  Seniors  Plus  were  sent  to  GHI,  which,  in  turn,  distributed 
the  funds  to  Seniors  Plus  on  an  interim  capitation  basis,  based  on  per  member 
per  month  estimated  costs.  An  interim  distribution  of  the  revenues  was  also 
made  to  GHI  and  Ebenezer  based  on  estimated  costs.  All  Seniors  Plus,  GHI,  and 
Ebenezer  payments  were  ultimately  made  on  a  cost  reimbursement  basis  with 
retroactive  adjustments  for  actual  costs,  and  not  on  a  capitation  basis  as  at 
KP  (see  Figure  2) . 

Seniors  Plus  primarily  relied  on  the  GHI  and  FJaenezer  service  networks 
for  services  (see  Figure  2  for  service  network) .  GHI  traditionally  contracted 
with  one  hospital  in  downtown  Minneapolis.  By  1986,  GHI  had  decentralized  its 
hospital  services  to  use  a  total  of  23  out  of  the  27  hospitals  in  the  Twin 
Cities  area.  Seniors  Plus  primarily  utilized  two  of  these  facilities  (in 
downtown  Minneapolis  and  in  St.  Paul) .  GHI  used  standard  contracts  with  each 
of  its  hospitals,  requiring  utilization  review,  quality  assurance,  and  no 
discrimination . 

In  1985  and  1986,  GHI  paid  all  its  contract  hospitals  on  a  discounted 
fee-for-service  per  diem  basis  (with  a  volume  discount) ,  and  had  no  capitation 
agreements  for  hospital  services.  Seniors  Plus  reported  an  average  hospital 
cost  of  $492  per  day  in  1985  and  $526  in  1986.  Since  GHI  did  not  have  direct 
financial  or  utilization  control  over  its  contract  hospitals,  it  developed  its 
own  system  for  discharge  planning,  quality  assurance,  and  utilization  review 
of  hospital  services.  The  historic  GHI  reluctance  to  contract  on  a  capitated 
basis  was  related  to  the  need  to  gain  access  to  community  services.  By  1987, 
access  was  reportedly  no  longer  a  problem  and  costs  became  a  primary  issue. 
Pressure  toward  contractual  relationships  grew  so  that  GHI  planned  to 
establish  formal  risk  contracts  with  selected  hospitals  in  1987. 

Seniors  Plus  used  200  GHI  clinics  physicians  for  medical  services.  These 
physicians  were  salaried  and  belonged  to  a  loosely  organized  physician  group 
(but  not  a  bargaining  unit) .  GHI  paid  100  percent  of  costs  for  physicians 
services  on  a  salaried  basis.  GHI  physicians  received  incentives  for  savings 

-19- 


CO 


c 

<D 

E 

CO 

,_ 

Q_ 

03 
jQ 

^_ 

fc_ 

o 

CO 

JO 

"O 

3 
CO 

o 

sz 

0) 


T3 

CNJ 

c 

■o 

co 

0) 

CO 

E 

CD 

o 
ep 

O) 

cz     \ 
o      \ 

—    CO  — , 

'a.      i 

Q. 

CO 
O 

|| 

*■* 

CD 

<t 

O    / 

cz 

CD 

</) 

ro 

CO 

>. 

CO 

CO 

/        CJ 

>» 

/  <=  St1 

l_ 

J=    ■< 

> 

^^» 

. 

0) 

Q 

u_ 

CD 

co 
o 

CD 

O 

T 

■o 

CD 

U 

s 

> 

"     "« 

l_ 

Q) 

CO 

CO 

3 

Q- 

CO 

k_ 

O 

c 

<D 

CO 

ro    oo 
CJ>    CD 


O      CD 

i=  CO 


O 


±^    CD 

ro  -it: 

CO 

CD    CO 

CC 

a:  E 

CD    CD 

,  . 

S3    c 

Eb 

<o   o 

o  o 

co    co 

m^ 

-°  Q 

LU    _ 

• 

en 

a> 

cz 

o 

CD 

a? 

E 

O 

i— 

S5.I 
s  S  S  §--£ 

co    ro  -o    "?  :t 

C     >     en     5    .>< 

co  'c    co    ™    ro 
.-9  Q.  QC  I—  Q 


Administration 
Planning 

Management 
Budgeting 

in 

3 

o-    co 
to    5" 

O    O 

E  re 

CO      • 
CO   £ 

• 

•o 

"CT 

to 

<L> 

<u 

CO 

> 

T3 

u 

o 

cr 

o 

ro 

Q. 
X 

CO 

CO 

ro 

UJ 

T-l 

T3 

cr 

CO 

ro 

O 

s 

r—i    a> 
CO 


CD 

sz 

E 

"co 

o 

CD 

:r 

X 

c 
S3   » 

09      . 
LU    O 


^_ 

c: 

<p 

E 

CO 

co 

3 

LL 

F  J 

2 

CO 

C/D 

CL 

CO 

O 

CJ 

CD 


.it;    co 

«  E 

S-co 

rj  .c: 
O  Q- 


CD 


,_ 

cz 

F 

E 

cr 

.c 

co 

ro 

ra 

CO 
CO 

c_> 

O 

ro 

2 

O 

CI 

o> 

C/3 

Ol 

KTi 

- 

:> 

C 

E 

> 

C 

E 

CO 
CO 

3 
O 

<c 

ro 

rn 

ro 

CO 

=» 

CO- 

«C 

c: 

<u 

b 

c: 

a> 

co 

CD 

o 

O 

.o  . 

CO 

> 

E 

<— 

CD 

CC 

a. 

CO 

CO 

o 

CJ 

J3  — 

LU    O 

•      • 


CO 


CO -O 

03     ^-* 

O  <t    ro 


CD 


ro   'co  C 


ro    t/> 
=T   "    o 

XS"  co  ^ 
«  <=  — 
E    ™    3 

tJ      CO     o 

^:    ><  .<£> 

CD   Q.S 

•     • 


=  3C    c  X 

-1—  QJ 

CD    =   co  -E 


<__ 

^. 

ro 

CD 

Dl 

$ 

E 

O 

ra 

cu 

"> 

j=j 

X 

<f 

Q_ 

c 

&- 

c 

CL> 

o 

CD 

cr 

(  J 

ra 

ra 

lh 

Q. 

<J 

-  — 

O 
CJ 

CO 

O 

13 

-20- 


made  on  their  own  budget  and  on  hospital  utilization.  GHI  had  many  of  its  own 
specialists  on  staff,  while  other  specialists  were  on  a  contractual 
arrangement  and  paid  on  a  cost-reimbursement  basis.  GHI  physicians  authorized 
all  specialty  referral  for  Seniors  Plus  and  other  GHI  patients. 

When  Medicare  risk  contracts  were  initiated,  physicians  at  Kaiser  and  GHI 
had  reportedly  been  concerned  about  the  high  utilization  and  costs  of  the 
elderly.  Both  organizations,  however,  considered  the  Medicare  S/HMD  revenues, 
with  age  and  sex  adjustments,  adequate.  Both  Kaiser  and  GHI  had  HMO 
physicians  who  were  experienced,  cranmitted  to  the  concept  of  prepayment,  aware 
of  the  types  of  utilization  controls  necessary,  and  able  to  develop  sound 
utilization  control  mechanisms. 

Seniors  Plus  primarily  used  Ebenezer  programs  for  Medicare  and  non- 
Medicare  chronic  care  services.  Although  Seniors  Plus  did  not  have  formal 
contracts  with  capitated  rates  for  chronic  care  services,  it  appeared  to  be 
able  to  achieve  cost  savings  by  utilizing  its  sponsor  for  most  of  its  long 
term  care  services.  No  discounts,  however,  could  be  obtained  on  nursing  home 
rates  since  Minnesota  law  required  all  payers  of  nursing  homes  to  pay  the  same 
rates.  [1] .  The  Caroline  Center  was  the  primary  contractor  for  Seniors  Plus 
nursing  heme  services.  Placement  could  also  occur  in  any  of  the  150  licensed 
SNF/ICF  facilities  in  the  area. 

The  Ebenezer  community  service  program  provided  other  chronic  care 
services  to  Seniors  Plus  members,  using  its  own  certified  home-health  care 
agency  that  provided  24-hour  per  day  care  with  health  aides  as  well  as 
hememaker,  adult  day  care,  respite  aide,  transportation,  senior  companian, 
caregiver  support  group,  and  adult  protective  services. 

Seniors  Plus  also  used  the  Ebenezer  community  service  program  for 
community  services  using  a  fee-schedule  for  each  unit  of  service.  Although 
Seniors  Plus  only  represented  a  small  proportion  of  the  total  volume  of  the 
Ebenezer  community  service  program  (e.g. ,  about  11%  for  the  home-care 
services) ,  Seniors  Plus  received  substantially  lower  rates,  along  with 
flexible  service  arrangements,  because  of  the  partnership  arrangement.  [2]  The 
lower  rates  reflected  the  lower  amount  of  supervision  and  case  management 
service  provided  by  Ebenezer  because  these  services  were  directly  provided  by 
Seniors  Plus  case  managers. 

Ebenezer  contracted,  using  a  fee  schedule  for  each  unit  of  service,  for 
other  Seniors  Plus  home-health  and  community-based  services  with  2  other 
community  vendors  when  such  services  were  not  available  through  Ebenezer.  In 
this  situation,  Seniors  Plus  was  able  to  receive  favorable  rates  because 
Ebenezer  made  the  subcontract  arrangements  and  received  favorable  rates  due  to 
its  large  volume  of  contract  services.  Close  staff  relationships  and 
geographic  proximity  further  facilitated  effective  administrative  and 
financial  relationships  between  Seniors  Plus  and  Ebenezer. 

In  addition,  Seniors  Plus  contracted  directly  with  other  community 
vendors  for  such  services  as  lifeline,  transportation,  and  intravenous 
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therapy.  In  same  cases,  hcmemaker  services  could  also  be  purchased  directly 
by  the  family  and  paid  for  by  the  S/HMO. 

SCAN  HEALTH  PLAN  (SHP) 

Provider  relations  at  SHP  and  Elderplan  were  in  marked  contrast  to  the 
established  Kaiser  and  Oil  HMD  delivery  systems.  These  HMDs  could  absorb 
S/HMO  enrollees  with  few  dramatic  impacts  on  policies  or  procedures  for 
providing  services  or  the  need  to  negotiate  special  financial  arrangements 
with  providers.  At  SHP  and  Elderplan,  new  acute  and  ambulatory  care  services 
had  to  be  established  to  provide  basic  HMD  services.  Provider-related 
problems  at  SHP  and  Elderplan  were  characteristic  HMD  start-up  problems  and 
had  little  or  nothing  "bo  do  with  the  implementation  of  the  S/HMD  model. 

Access  to  Services 

The  structure  of  relationships  between  SHP  and  its  acute  and  physician 
providers  created  access  problems  for  SHP  members  and  management  problems  for 
SHP  staff  during  the  first  30  months  of  the  project.  Under  an  exclusive 
arrangement,  St.  Mary  Medical  Center  (SMMC)  provided  all  emergency,  inpatient, 
and  nursing  home  care  and  pharmacy  services  for  SHP.  St.  Mary  hospital  had  a 
reputation  for  services  of  high  quality  and  was  centrally  located  in  the  SHP 
service  area.  Having  only  one  hospital,  however,  prevented  access  to  the 
other  two  hospitals  in  the  ccanmunity  that  also  had  good  reputations.  The 
decision  to  use  only  one  hospital,  although  recognizing  these  benefits  from 
multiple  hospital  affiliations,  reflected  a  practical  trade-off.  Without  an 
exclusive  hospital  contract  the  much  needed  $1  million  unsecured,  subordinated 
loan  would  not  have  been  possible  in  helping  to  start-up  the  demonstration. 

SHP  physician  services  were  provided  by  a  contract  with  Physicians  of 
Greater  Long  Beach  (PGLB) ,  an  independent  practice  association  organized  by 
St.  Mary  in  1984.  As  a  new  organization,  PGLB  had  no  experience  with  prepaid 
health  care  delivery.  Interviews  indicate  that  PGLB  was  formed  as  a  defensive 
response  to  physician  competition.  PGLB  physicians  saw  the  IPA  as  a  way  of 
retaining  their  patients.  A  loosely  knit  group  of  independent  practitioners, 
PGLB  spent  a  relatively  small  amount  of  time  in  educating  physicians  on  issues 
of  planning  and  operating  an  IPA.  Initially,  PGLB  had  22  primary  care 
physicians  and  approximately  130  specialists.  Even  though  some  SHP  members 
reported  that  they  liked  the  choice  of  physicians  offered  by  the  SHP  (IPA) 
model  (see  Chapter  5) ,  the  total  number  of  SHP  primary  care  physicians  and 
their  geographical  distribution  were  relatively  limited.  Not  until  spring 
1987  did  PGLB  increase  physician  access  for  its  SHP  members  by  adding  8 
additional  primary  care  physicians,  including  4  satellite  clinics. 

Difficulties  in  fashioning  strong,  positive  relations  between  SHP  and 
PGLB  were  compounded  by  a  lack  of  effective  IPA  management.  Initially,  SHP 
hired  a  quarter-time  medical  director,  who  also  served  quarter-time  as  the 
PGLB  medical  director  and  was  a  member  of  PGLB  in  private  practice.  At  the 
end  of  the  first  year,  this  physician  was  replaced  by  an  acting  medical 
director,  a  PGLB  physician  who  devoted  less  than  one-quarter  time  to  SHP  for 
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the  next  9  months.  Neither  director  had  any  previous  experience  with  prepaid 
health  care  delivery.  Approximately  20  months  after  the  S/JflC  began 
operations,  PGIB  hired  a  half-time  medical  director  with  HMO  management 
experience  who  also  served  half-time  as  SHP  medical  director.  The  SHP  medical 
director's  primary  functions  were  to  direct  quality  assurance  and  utilization 
review  activities,  particularly  to  reduce  the  use  of  hospitals,  nursing  homes, 
and  specialist  services.  The  medical  director  did  not  have  authority  to  deny 
utilization,  but  educated  and  persuaded  PGIB  members  to  control  utilization. 
Although  initial  relationships  between  SHP  and  PGIB  were  sometimes  strained, 
improvements  appeared  to  occur  in  1987,  after  the  new  SHP  medical  director  had 
been  hired. 

Service  Delivery  and  Payment  Methods 

Because  SHP  contracted  for  all  its  provider  services  except  for  case 
management,  it  had  little  direct  control  over  most  of  the  services  provided. 
SHP  control  over  its  providers  was  limited  to  the  financial  arrangements  it 
negotiated  in  its  service  contracts.  Of  the  four  S/HMO  projects,  SHP 
developed  the  most  complex  financial  arrangements  with  its  physician  and 
hospital  providers,  incorporating  capitation  and  risk-sharing  approaches  into 
its  contracts  with  St.  Mary  and  PGIB.  SHP  did  not  have  experience  providing 
such  services  and  so  was  unable  to  develop  rates  in  the  way  in  which  a  typical 
TEFRA  HMO  would  prepare  its  adjusted  cxaranunity  rate  (ACR) .  [3]  Nevertheless, 
the  rates  were  competitive  with  those  paid  by  the  other  S/HMOs.   (See  Figure  3 
for  a  description  of  the  SHP  service  system  and  payment  methods) . 

St.  Mary  Medical  Center  provided  acute  care,  skilled  nursing,  and 
outpatient  pharmacy  services  under  a  capitation  agreement  with  SHP  during  the 
first  30  months.  These  rates  were  annually  negotiated.  The  negotiated 
capitation  arrangement  was  complex,  developing  incentive  pools  for  SHP,  St. 
Mary,  and  PGIB  for  each  of  the  three  services  separately  and  for  the  total  of 
the  three  as  a  group.  These  arrangements  were  reportedly  designed,  in 
consultation  with  financial  experts,  by  the  first  SHP  plan  administrator  and 
the  financial  consultant,  who  both  left  prior  to  initiation  of  the 
demonstration . 

The  1985  acute  care  capitation  rate  (excluding  emergency  care)  paid  to 
St.  Mary  was  $94.13  per  member  per  month  (pmpm) ,  based  on  a  projected 
hospitalization  rate  of  2000  days/1000  members  at  a  per  diem  cost  of  $595. 
The  purpose  of  the  capitation  arrangement  was  to  limit  the  total  amount  paid 
to  St.  Mary  for  acute  care  services.  If  hospital  utilization  were  held  below 
the  capitation  level,  the  hospital  would  retain  the  savings. 

In  addition  to  this  arrangement,  SHP  withheld  funds  from  the  St.  Mary 
rate  and  contributed  additional  funds  to  serve  as  an  incentive  pool  to  be 
divided  between  SHP,  St.  Mary,  and  PGIB.  Table  2  shows  the  withholdings  and 
contributions  to  each  of  the  service  risk  pools  and  for  the  incentive 
distribution  arrangements.  The  incentive  pool  was  designed  to  give  the 
hospital  and  the  physicians  incentives  to  further  reduce  utilization  and 
expenditures  by  allowing  them  to  share  in  the  profits  from  such  controls.  SHP 
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Table  2 


1985  RISK-SHARING  ARRANGEMENTS  FOR  SCAN  HEALTH  PLAN  (SHP)  WITH 
ST.  MARY  MEDICAL  CENTER  (SMMC)  AND  PHYSICIANS  OF  GREATER  LONG  BEACH  (PGLB) 

Capitation  Withholdings  and  Contributions  to  the  Incentive  Pools 

Per  Member  Per  Month 

St.  Mary 
Pool 

Inpatient  Acute  Hospital  Services 

Skilled  Nursing  and  Long  Term  Care 

Outpatient  Pharmacy 

Physician 

Total 


St.  Mary 
Withhold 

PGLB 
Withhold 

SHP 
Contrib. 

Total 

$4.95 

- 

$9.90 

$14.85 

1.59 

- 

3.18 

4.77 

.58 

- 

1.16 

1.74 

— 

8.00 

- 

8.00 

7.12 


8.00 


14.24 


29.36 


Inpatient  Acute  Hospital  Services  Incentive  Pool  [a] 

Incentive  Pool  Distribution 


Days  per  1,000  Enrollees 

1,700 

1,800 

1,900 

2,000 

2,100 

2,200 

2,200 


St.  Mary 

PGLB 

SHP 

$ 

$142,200 

$  36,000 

18,000 

124,200 

36,000 

45,000 

115,200 

18,000 

59,448 

100,752 

18,000 

118,896 

41,304 

18,000 

173,200 

5,000 

- 

178,200 

- 

- 

Skilled  Nursing  and  Long  Term  Care  Incentive  Pool[b] 


Incentive  Pool  Distribution 


Cost  per  1,000  Enrollees 

305,280 
305,280 
324,360 
343,440 
362,520 
381,600 
400,680 
419,760 


St.  Mary 

PGLB 

SHP 

$ 

$  45,792 

$  11,448 

— 

45,792 

11,448 

- 

42,930 

14,310 

5,724 

40,068 

11,448 

14,310 

37,206 

5,724 

19,080 

32,436 

5,724 

38,160 

13,356 

5,724 

57,240 
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Table  2  (Continued) 


Outpatient  Pharmacy  Incentive  Pcol[c] 


Incentive  Pool  Distribution 


Cost  per  1,000  Enrollees 

110,880 
117,810 
124,740 
131,670 
138,600 
145,530 
152,460 


St.  Mary 

PGLB 

SHP 

$ 

$ 

16,920 

$ 

3,960 

- 

15,930 

4,950 

1,980 

14,940 

3,960 

4,950 

13,950 

1,980 

6,930 

11,970 

1,980 

13,860 

5,040 

1,980 

20,880 

- 

- 

Physician  Incentive  Pool 


Inpatient  Acute  Hospital  Days 
per  1,000  Enrollees 

2,000  or  less 

2,100 

2,200 

2,300 

2,400 

2,500 


Incentive  Pool  Distribution 


St.  Mary 

PGLB 

$ 

$76,800 

15,360 

61,440 

30,720 

46,080 

46,080 

30,720 

61,440 

15,360 

76,800 

- 

Physician  Incentive  Pool  for  Outpatient  Fharmacy 


Prescriptions  per  1,000  Enrollees 

12,000  or  less 

12,600 

13,200 

13,800 

14,400 

15,000 


Incentive  Pool  Distribution 


St.  Mary 

PGLB 

$ 

$19,200 

3,840 

15,360 

7,680 

11,520 

11,520 

7,680 

15,360 

3,840 

19,200 

- 

Source:  SCAN  Health  Plan  and  St.  Mary  Medical  Center  Provider  Agreement  for 
1985. 

[a]  Each  day  of  care  at  another  hospital  resulting  from  an  emergency  shall  be 
charged  against  the  pool  as  2  days.  Distribution  between  the  breakpoints 
shall  be  done  proportionately  (e.g.,  at  2,050  days,  SMMC  would  receive 
150%  of  $59,448) .  Savings  below  1,700  days  shall  be  paid  by  SMMC  to  SHP  at 
the  rate  of  $297.24  per  day.  Such  amount  shall  be  placed  in  a  Risk 
Stabilization  Pool.  The  balance  of  savings  shall  be  retained  by  SMMC. 
The  Risk  Stabilization  Pool  shall  be  used  to  defray  any  overall  net 
losses. 
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Table  2  (Continued) 

[b]  Costs  shall  be  determined  as  follows  for  care  rendered  at  SMMC: 
Skilled  Nursing   $112.00  per  day 

Chronic  Care       52.00  per  day 

Ancillaries       75%  of  billed  charges  not  to  exceed  an  average  of  $98 

per  day  during  contract  year    - 

For  care  rendered  by  others,  the  actual  payments  were  not  to  exceed 
$210.00  per  day  on  the  average  during  contract  year.  Distribution  of  risk 
pools  between  breakpoints  shall  be  done  proportionately.  Savings  below 
$305,280  will  be  retained  by  SMMC  to  the  extent  necessary  to  defray  any 
net  loss  in  the  combined  acute  and  pharmacy  incentive  pools  and  the 
balance  of  savings  shall  be  paid  by  SMMC,  one-half  to  SHP  and  one-half  to 
Risk  Stabilization  Pool.  One-half  the  savings  between  $324,360  and 
$305,280  to  be  kept  by  SMMC,  one-half  to  be  paid  by  SMMC  to  the  Risk 
Stabilization  Pool. 

[c]  Costs  shall  be  charged  against  incentive  pool  as  follows:  pharmaceuticals 
supplied  by  SMMC  outpatient  pharmacy  will  be  at  billed  charges  and  those 
supplied  by  other  pharmacies  will  be  actual  payments.  Distribution  between 
breakpoints  shall  be  done  proportionately.  Savings  belcw  $111,880  will  be 
retained  by  SMMC  to  the  extent  necessary  to  defray  any  net  loss  in  the 
combined  acute  and  long  term  care  incentive  pools  and  the  balance  of 
savings  shall  be  paid  by  SMMC,  one-half  to  SHP  and  one-half  to  Risk 
Stabilization  Pool.  One-half  the  saving  between  $117,810  and  $110,880  to 
be  kept  by  SMMC,  one-half  to  be  paid  by  SMMC  to  the  Risk  Stabilization 
Pool. 
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expenditures  by  allowing  them  to  share  in  the  profits  from  such  controls.  SHP 
arrangements  gave  the  physicians  a  greater  share  of  the  incentive  pools  when 
hospital  utilization  was  low  and  reduced  their  share  when  utilization  was 
high.  The  hospital  received  a  greater  share  of  the  incentive  pool  when 
utilization  was  high  to  offset  the  higher  costs  they  would  incur.  When 
hospital  utilization  was  highest,  the  incentives  would  go  to  the  hospital  and 
not  to  SHP  or  the  physicians.  Thus,  the  incentive  pool  distribution 
arrangements  provided  some  protection  to  the  hospital  for  higher  than  expected 
utilization. 

The  actual  1985  inpatient  care  utilization  experience  was  1,858  per 
1,000;  therefore,  St.  Mary  saved  approximately  $62,100  on  the  difference 
between  capitation  and  projected  costs,  plus  $26,000  from  the  incentive  risk 
pool.  Table  3  shows  the  distribution  of  the  acute  care  incentive  pool  funds. 
While  St.  Mary  retained  the  difference  in  payments,  the  acute  care  savings 
were  small  in  comparison  to  potential  risk.  Moreover,  St.  Mary  claimed  that 
its  initial  per  diem  rate  was  substantially  lower  than  its  actual  per  day 
costs.  According  to  their  estimates,  the  hospital  would  have  received 
$595,330  in  additional  dollars  if  it  had  been  paid  under  the  Medicare 
prospective  diagnosis-related  group  payment  method  instead  of  the  capitation 
method. 

The  1986  St.  Mary  capitation  rate  for  acute  care  and  emergency  services 
increased  by  9  percent  ($102.71  pmpm  including  a  $12.08  pmpm  withholding  for 
the  incentive  pool)  over  the  previous  year.  [4]  This  capitation  rate  was  based 
on  an  increase  in  per  day  rates  of  22%  (from  $595  in  1985  to  $725  in  1986) , 
but  based  on  a  lower  number  of  days  (1,500  days/1,000  in  1986  compared  to 
2,000  days/1,000  in  1985).  This  financial  arrangement  encouraged  the 
physician  and  hospital  to  lower  utilization  but  paid  a  rate  that  was  more 
reflective  of  St.  Mary  charges  than  had  the  initial  rate. 

The  nursing  home  capitation  rate  for  St.  Mary  was  $30.21  pmpm  plus  a 
withholding  rate  of  $1.59  pmpm  for  1985  for  both  Medicare  and  chronic  nursing 
home  as  well  as  for  ancillary  charges  (such  as  physical  therapy,  intravenous 
therapy,  and  other  therapies  on  the  basis  of  75%  of  expected  charges) .  The 
average  capitation  rate  for  nursing  home  and  ancillaries  was  based  on  an 
estimated  $210  per  day,  with  incentive  factors  for  utilization  below  an 
established  level  (see  Table  2)  .[5]  The  target  utilization  rate  was  1,400 
days  per  1,000  members  for  Medicare  nursing  home  services  and  2,100  days  per 
1,000  members  for  chronic  care  nursing  home  services. 

The  SHP  nursing  home  per  diem  rate  was  higher  than  St.  Mary's  Medicare 
Medicaid  SNF  rates,  and  the  utilization  targets  were  established  at  a  high 
level.  [5]  Because  of  these  financial  arrangements,  St.  Mary  received  the 
savings  from  the  incentive  pools  as  well  as  the  savings  on  the  capitation  rate 
during  1985.  In  spite  of  the  nursing  home  savings  in  1985,  the  skilled 
nursing  capitation  rate  for  1986  was  increased  by  3.8  percent  ($33  pmpm  with 
no  withholding  for  the  risk  pool) . 

St.  Mary  also  had  a  capitated  contract  for  pharmacy  at  a  rate  of  $10.97 
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Table  3 

SCAN  HEALTH  PLAN 
1985  CAPITATION  RATES  AND  DISTRIBTUION  OF  INCENTIVES 

St.  Mary  Capitation  Rates  and  Year-End  Balance 


Service 

Capitation  Rates 
$94.13  pmpm 

Payment 
$871,644 

Costs 

Balance 

Acute 

$1,402,369 

$-515,310 

LTC/SNF 

$30.21  pmpm 

$279,745 

$195,577 

$84,167 

Pharmacy  ■ 

$10.97  pmpm 

$101,582 

$217,820 

$-116,238 

Distribution 

Incentive  Pool 

Total  Pool    & 
$137,511 

t.  Mary 

PGLB 

SHP 

Acute 

$25,974 

$  91,812 

$19,723 

LTC/SNF 

44,170 

- 

35,336 

8,834 

Pharmacy 

16,112 
$197,793 

16,112 

— 

— 

Total 

$42,086 

$127,149 

$28,557 

Other  Distribution 

Total  Savings  Between 
$324,360  -  $305,280 

$  14,723 

$  7,361 

- 

$  7,361 

Total  Savings 
$305,280 

Below 

40,003 

40,003 

- 

- 

Total 

$  54,726 

$47,364 

$ 

$  7,361 

SOURCE:  St.  Mary  Medical  Center  Statistics  reported  on  May  27,  1986,  for  the 
period  of  March  1,  1985  through  February  28,  1986. 
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for  1985,  based  on  an  estimated  rate  of  1  prescription  pmpm.  Table  2  also 
shows  the  pharmacy  incentive  risk  pool  arrangements.  St.  Mary  had 
subcontracts  with  six  pharmacies  for  services  on  a  fee-for-service  basis  with 
no  utilization  controls.  Because  of  this  arrangement,  St.  Mary  had  a  loss  of 
$66,580  in  1985  and  actual  utilization  of  1.68  prescriptions  pmpm.  Because  of 
its  initial  pharmacy  losses,  the  1986  pharmacy  capitation  rate  was  increased 
by  66  percent  (to  $18 .  20  pmpm) . 

The  St.  Mary  agreement  with  SHP  established  an  overall  risk-sharing 
arrangement  that  allowed  for  spreading  the  risk  across  two  risk  pools,  nursing 
home  and  pharmacy  (see  Table  2) .  By  dividing  the  risk  pools  in  1985,  St.  Mary 
received  funds  from  the  nursing  home  savings,  and  used  them  to  offset  its 
pharmacy  losses.  See  Table  3  for  the  distribution  of  the  total  incentive  pool 
funds  in  1985. 

In  terms  of  its  financial  arrangements,  SHP  was  in  a  relatively  weak 
bargaining  position  with  the  hospital.  This  was  in  large  part  because  SHP, 
St.  Mary,  and  PGIB  were  all  without  previous  experience  in  delivering  HMO 
services  to  the  elderly,  making  actual  utilization  and  cost  difficult  to 
estimate  and  control.  Moreover,  SHP  represented  only  a  small  proportion  of 
total  St.  Mary  business  (3%  of  its  gross  revenues  in  1986) . 

The  PGIB  capitation  rate  for  1985  was  $80  pmpm,  with  a  withholding 
arrangement  for  a  reserve  pool  to  cover  losses  and  an  incentive  pool  to 
control  physician  utilization.  PGLB  was  also  at  risk  for  its  use  of  specialty 
physicians,  laboratory,  and  ancillary  ambulatory  care  services,  which  were 
subcontracted  on  both  capitation  and  fee-for-service  agreements.  [6]  PGIB 
responsibility  for  physician  services  was  limited  to  a  maximum  of  $12,000  for 
each  individual  enrollee.  PGLB  reportedly  received  about  $50,000  in  savings 
on  its  physician  incentive  pool  in  1985.  In  addition,  PGIB  received  its  share 
($127,149  for  1985)  of  the  St.  Mary  incentive  pools  for  inpatient,  nursing 
home,  and  pharmacy  services  to  encourage  utilization  control  (see  Table  3) . 

Although  some  SHP  officials  considered  its  1985  PGIB  capitation  rate  to 
be  too  high,  PGIB  physicians  generally  considered  SHP  overall  payment  rates 
and  incentives  to  be  too  low,  and  its  internal  distribution  to  be  inequitable. 
The  1986  capitation  rate  to  the  physicians  was  increased  by  6  percent.  SHP 
represented  only  5  to  10  percent  of  PGIB's  total  physician  visits, 
consequently  the  SHP  had  only  limited  bargaining  power  with  the  IPA. 

This  dissatisfaction  reportedly  led  same  physicians  to  advise  their 
patients  not  to  join  SHP  and  actively  lobbied  against  SHP  membership.  Other 
PGIB  physicians  allegedly  refused  to  accept  new  SHP  members,  causing 
difficulties  for  new  members  seeking  access  to  physician  services.  However, 
as  discussed  in  Chapter  5,  SHP's  physicians  were  generally  more  successful  in 
helping  recruit  S/HMO  enrollees  than  were  physicians  in  the  other  S/HMOs. 

Both  PGIB  internal  risk  arrangements  and  hospital  utilization  incentive 
pools  were  complex.  PGIB  physicians  appeared  to  have  difficulty  understanding 
the  arrangements.  Although  efforts  were  made  to  educate  physicians  during  the 
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initial  period,  and  physicians  were  told  that  they  would  receive  incentive 
payments  for  keeping  hospital  and  physician  utilization  low,  SHP  officials  and 
physicians  generally  reported  a  poor  understanding  of  the  general  risk 
arrangement.  Practice  patterns  reportedly  were  not  influenced  toward  cost 
controls  to  the  extent  that  had  been  expected  under  the  agreement.  Because  of 
problems  caused  by  the  complexity  of  the  risk-sharing  agreements,  refinements 
in  the  incentives  were  implemented  in  1987. 

In  addition  to  these  capitation  arrangements,  SHP  established  two  other 
capitated  provider  contracts  for  dental  and  for  vision  care  with  a  proprietary 
corporation,  Safeguard.  The  dental  contract  was  for  $13.30  pmpm  and  vision 
care  was  for  $4  pmpm  for  a  three-year  period,  with  no  incentive  risk  pools. 
In  1987,  SHP  reported  some  problems  with  these  contracts  and  believed  it  could 
obtain  better  capitation  rates  with  other  local  providers  in  the  future. 

SHP  had  contracts  with  many  long-term  providers  for  both  Medicare  and 
non-Medicare  community  services.  These  included  agencies  for  home-health 
care,  home-health  aides,  homemaker  services,  transportation,  and  respite  care. 
These  contracts  were  all  on  a  negotiated  discounted  fee-for-service  basis. 
SHP  had  no  difficulty  in  negotiating  discount  arrangements  for  its  long  term 
care  provider  contracts  because  of  its  volume  of  services  and  because  SCAN  had 
had  relationships  with  many  of  the  cammunity  vendors  over  the  prior  nine-year 
period  for  its  other  long  term  care  programs. 

In  general,  SHP  was  the  most  innovative  of  the  S/HMOs  in  establishing 
capitation  rates  with  financial  incentives  for  provider  services.  It  is  not 
clear,  however,  whether  or  not  these  arrangements  achieved  the  cost  savings 
that  SHP  had  hoped  for.  Without  prior  experience,  SHP  had  little  information 
with  which  to  determine  its  initial  rates  and  had  limited  cost  data  on  which 
to  base  its  1986  and  1987  rates.  The  rate  arrangements  appeared  to  be 
designed  to  give  greater  protection  to  St.  Mary  and  PGIB  than  to  SHP,  in  order 
to  encourage  their  participation  and  cooperation.  In  spite  of  this,  both  the 
hospital  and  physician  rates  are  within  a  normal  industry  range  for  this 
market  area. 

ELDERPT&N 

Access  to  Services  f 

The  Elderplan  selection  of  physician  and  hospital  providers,  like  that  of 
SHP,  created  problems  that  have  negatively  affected  the  project.  Having 
examined  and  rejected  the  feasibility  of  affiliation  agreements  with  the 
Health  Insurance  Plan  of  Greater  New  York  and  Maimonides  Medical  Center, 
Elderplan  initiated  contact  with  the  medical  director  of  the  Division  of 
Geriatrics  and  Gerontology,  Cornell  University  Medical  College.  This  led  to 
two  Cornell  physicians  forming  Geriatric  Medicine  Associates  (GMA)  in  the  fall 
of  1982.  Elderplan  loaned  GMA  $202,000  for  start-up  costs  and  to  cover 
projected  operating  deficits. 

The  Cornell  physicians  and  Elderplan  envisioned  GMA  as  a  group-model  HMO 
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with  specialty  trained  geriatricians  that  could  be  supported  exclusively  by 
Elderplan  enrollees.  Elderplan,  as  founder  of  GMA,  had  authority  for 
selection  of  the  GMA  medical  and  management  staffs.  GMA  physicians  agreed  to 
provide  all  medical  coverage  to  Elderplan  members,  to  develop  and  maintain 
staff  privileges  at  hospitals  and  nursing  homes  affiliated  with  the  plan,  and 
to  act  as  primary  care  case  managers,  arranging  for  specialist  consultants  as 
needed. 

The  exclusivity  of  GMA's  contract  with  Elderplan,  in  theory,  assured 
physician  commitment  to  the  success  of  the  project.  The  model  allowed  for  a 
focus  on  geriatric  medicine  and  allowed  for  utilization  controls. 
Unfortunately,  this  arrangement  also  fostered  a  high  degree  of  organizational 
inflexibility  both  for  the  medical  group  and  for  Elderplan,  in  devising  ways 
to  creatively  respond  to  complex,  unanticipated  delivery  system  issues. 

The  Elderplan  decision  to  rely  on  GMA  for  primary  care  medical  services 
at  only  one  site  resulted  in  limited  geographic  access  and  physician 
availability  for  enrollees  during  the  first  24  months  of  the  project.  Three 
physicians  were  hired  in  1985,  but  one  left  in  three  months,  so  that  Elderplan 
did  not  have  enough  physicians  during  the  first  15  months.   Six  physicians 
were  hired  in  1986  and  4  physicians  left.  Of  the  9  physicians  hired  in  the 
first  24  months,  only  4  remained  until  1987,  which  negatively  affected 
continuity  of  care  for  Elderplan  members.  Elderplan  reported  many  complaints 
related  to  long  waiting  times  for  appointments,  dissatisfaction  with  physician 
services,  and  plan  disenrollments.  By  1987,  when  GMA  had  6  physicians,  the 
number  of  physician  complaints  began  to  decline. 

Unlike  some  members  of  Physicians  of  Greater  long  Beach,  GMA  physicians 
were  committed  to  the  S/HMO  concept.  Unfortunately,  these  convictions  waned 
when  Elderplan  grew  much  more  slowly  than  projected.  By  the  time  the 
Elderplan  general  director  saw  the  need  for  a  full-time  medical  director,  the 
original  Cornell-based  medical  director  who  had  been  serving  half-time  was 
unwilling  to  assume  the  position.  He  had  gradually  built  his  private  practice 
and  decided  to  resign  from  GMA  in  spring  1986.  Not  having  a  full-time  medical 
director  and  having  changed  office  managers  several  times  led  to  internal 
management  problems  and  high  turnover  rates.  These  rates,  14  percent  in  1985 
and  76  percent  in  1986,  led  to  further  lack  of  continuity  of  care  and  access 
problems.  The  problems  were  also  related  in  part  to  the  uncertainty  in 
Elderplan 's  enrollment,  the  heavy  workload  demands,  the  difficulties  in 
dealing  with  a  large  geriatric  practice,  and  the  lack  of  control  over  patient 
admissions  at  Maimonides. 

In  January  1987,  Elderplan  signed  a  contract  with  another  physician 
group,  Multi-Specialty  Medical  (MSM) .  MSM  consisted  of  three  physicians  and 
was  located  in  a  different  sector  of  the  service  area.  In  contrast  to  GMA, 
with  its  related  party  arrangement  with  Elderplan,  this  grot?)  was  incorporated 
by  one  of  its  physicians  and  was  wholly  independent  of  Elderplan  and  MJGC 
decision-making  authority. 

Elderplan  also  experienced  difficulties  with  its  hospital  providers. 
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Because  of  its  location,  its  reputation  for  care  of  high  quality,  and  its 
identification  with  the  Jewish  community,  Maimonides  Medical  Center  was 
Elderplan1 s  acute  care  hospital  of  choice.  Because  of  historical  opposition 
by  Maimonides  management  and  physicians  to  HMDs,  especially  staff  and 
group-model  HMDs,  Elderplan  was  unable  to  obtain  an  agreement  with  Maimonides. 

Maimonides  denied  admitting  privileges  to  GMA  physicians  during  the  first 
24  months  of  the  demonstration,  and  granted  only  consulting  privileges.  Until 
January  1987,  Elderplan  physicians  admitted  their  patients  to  Maimonides 
through  specialists  with  admitting  privileges.  This  less-than-satisfactory 
arrangement  diirrinished  the  ability  of  GMA  physicians  to  serve  as  primary  care 
managers.  They  had  little  control  over  specialist  services.  Although  GMA. 
physicians  approved  referrals  before  a  specialist  could  treat  an  enrollee, 
they  seemed  to  have  little  influence  over  the  services  provided  by  the 
specialist. 

Initial  limitations  on  GMA  admitting  privileges  at  Maimonides  caused 
Elderplan  to  seek  alternative  hospital  arrangements.  Brooklyn-Caledonian,  a 
190-bed  nonprofit  teaching  hospital  affiliated  with  Downstate  Medical  Center 
filled  this  role.  However,  the  selection  of  Brooklyn-Caledonian  created  a 
marketing  problem  for  Elderplan.  This  hospital  is  located  at  the  edge  of  the 
Elderplan  service  area  in  what  is  generally  acknowledged  as  a  high-crime 
neighborhood.  The  hospital's  patient  mix  (a  high  proportion  of  its  beds  were 
occupied  by  low-income  Black  and  Hispanic  Medicaid  patients)  made  the  hospital 
less  attractive  than  Maimonides  to  the  primarily  white  middle-class  Jewish  and 
Italian  seniors  who  made  up  the  majority  of  the  Elderplan  market. 

GMA  physicians  reportedly  found  the  quality  of  care  at  Brooklyn- 
Caledonian  unacceptable.  Elderplan  members  complained  when  hospitalized  there 
and  often  demanded  hospitalization  at  Maimonides.  During  the  first  24  months 
of  the  demonstration,  the  majority  of  hospital  admissions  were  made  through 
specialists  at  Maimonides. 

To  attempt  to  correct  this  problem,  Elderplan/GMA  entered  into  a  formal 
arrangement  with  Lutheran  Medical  Center  in  February  1986.  However,  Elderplan 
physicians  and  patients  continued  to  prefer  Maimonides.  Only  a  small  percent 
of  Elderplan  admissions  occurred  at  Lutheran  Medical  Center  during  1986. 

Service  Delivery  and  Payment  Methods 

Figure  4  shows  the  Elderplan  service  delivery  system  and  methods  of 
payment  to  providers.  Elderplan  paid  its  hospital  providers  negotiated 
prospective  fee-for-service  rates  on  a  per  diem  basis.  The  Elderplan  per  diem 
rate  at  Brooklyn-Caledonian  was  $424.05  in  1985,  and  increased  to  $499.02  in 
1986.  [7]  The  Elderplan  1986  per  diem  rate  at  Lutheran  Hospital  was  $467.83. 
The  original  agreement  with  Maimonides  executed  in  May  1984  was  for  a  rate  of 
$446.17  per  day.  By  1986,  the  Elderplan  per  diem  payment  to  Maimonides  had 
increased  to  $504.05.  Thus,  it  cost  Elderplan  only  $5  per  day  more  for  its 
basic  rate  to  admit  a  patient  to  Maimonides  than  to  Brooklyn-Caledonian. 
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hospitals  would  have  received  under  DRCs,  plan  officials  nevertheless 
considered  these  payment  levels  to  be  too  high.  Like  SHP,  Elderplan  was  in  a 
weak  bargaining  position  because  its  members  represented  such  a  small 
percentage  of  total  hospital  patient  days.  Further,  GMA  physicians  wanted  to 
use  Maimonides  hospital  regardless  of  the  fact  that  they  did  not  have 
admitting  privileges.  The  hospitals  all  had  incentives  for  long  lengths  of 
stay  under  their  per  diem  payment  arrangements.  Elderplan  had  little  or  no 
utilization  control  mechanism  either  through  its  physician  organization  or  its 
own  utilization  review  staff.  Thus,  Elderplan 's  provider  arrangements 
contributed  to  longer  lengths  of  stay  and  higher  hospital  expenditures  than 
Elderplan  projected^. 

Initially,  Elderplan  signed  a  contract  with  GMA  for  a  capitation 
contract.  The  capitation  level  and  incentive  system  were  developed  by 
Elderplan  managers  in  consultation  with  an  actuary  and  other  consultants.  A 
capitation  rate  of  $90.08  pmpm  was  set  for  1985  with  a  risk-sharing 
arrangement  and  financial  incentives  to  control  both  hospital  and  physician 
use.  Under  risk-sharing  arrangements  negotiated  with  HCFA,  Elderplan  was  at 
risk  for  a  maximum  of  $150,000  in  losses  over  the  first  18  months  of  the 
demonstration  and  of  this  risk,  Elderplan  would  assume  60  percent  of  potential 
losses  (i.e.,  $90,000)  and  GMA,  40  percent  (i.e.,  $60,000).  To  establish  the 
risk  pool  for  GMA,  $1.12  pmpm  was  planned  to  be  withheld  from  the  capitation 
rate  and  placed  in  escrow.  If  no  losses  occurred,  these  funds  would  be 
redistributed  to  GMA  at  the  end  of  the  year.  However,  before  Elderplan  began 
operations,  the  GMA-Elderplan  contract  was  amended  to  eliminate  GMA's 
risk-sharing  responsibilities  until  the  plan  had  4000  members.  [8] 

Although  Elderplan  did  not  require  risk  sharing  of  GMA,  it  established  a 
financial  incentive  pool  for  GMA.  Elderplan  withheld  $1.50  pmpm  from  GMA  up 
to  a  maximum  of  $80,000  and  equally  subdivided  these  monies  into  two  incentive 
funds,  one  for  institutional  services  and  the  other  for  medical  services.  If 
GMA  were  able  to  control  hospital  and/or  physician  service  use  resulting  in 
actual  costs  equal  to  or  less  than  3  percent  of  budgeted  physician  and 
hospital  costs,  then  GMA  would  receive  an  incentive  of  $.33  pmpm  up  to  a 
maximum  of  $17,000  if  savings  were  achieved  in  one  risk  pool  (hospital  or 
physician)  and  $.66  pmpm  up  to  a  maximum  of  $35,000  if  savings  occurred  in 
both  risk  pools  (hospital  and  physician) .  If  the  savings  were  equal  to  or 
greater  than  5  percent  of  budgeted  costs,  GMA  would  receive  higher  incentive 
payments  (i.e.,  $.42  pmpm  for  savings  up  to  a  maximum  of  $22,500  from  one  risk 
pool  and  $.84  pmpm  up  to  a  maximum  of  $45,000  from  both  pools) . 

One  major  problem  for  GMA  was  its  relationship  with  its  approximately  120 
private  physician  specialists,  which  were  counted  in  the  GMA  incentive  pool. 
In  spite  of  an  incentive  to  reduce  specialty  referral,  GMA  had  heavy 
workloads,  the  need  to  obtain  support  from  specialists  for  staff  privileges  at 
Maimonides  Hospital,  and  the  need  to  make  referrals  in  order  to  have  patients 
admitted  to  Maimonides.   For  these  reasons,  GMA  reportedly  was  unable  to 
limit  referrals  to  specialists.  Elderplan,  further,  had  to  pay  100  percent  of 
the  Medicare  fee-for-service  rates  to  specialists  in  order  to  encourage  them 
to  participate.  Thus,  the  specialty  physician  arrangements  were  primary 
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factors  in  high  utilization  and  costs  for  both  ambulatory  care  and  hospital 
services  at  Elderplan  during  1985  and  1986. 

The  target  level  for  total  physician  expenditures,  including  all 
specialists,  was  $90.08  pmpm  for  1985.  During  1985,  the  actual  physician 
costs  were  over  $110  pmpm  so  no  savings  occurred  on  physician  utilization  and 
no  incentive  payments  were  made  to  the  physicians  at  GMA. 

During  1985,  actual  hospital  expenditures  were  15.7  percent  less  than 
budgeted  (i.e.,  $85.03  pmpm  versus  $100.87  pmpm  or  a  $15.84  surplus  pmpm). 
This  translated  into  15,636  member  months  times  the  $.75  pmpm  incentive 
payment  for  a  total  payment  of  $11,727.  By  this  time,  the  physicians 
responsible  for  influencing  this  reduction  in  hospital  use  had  left  GMA  and 
GMA  had  experienced  overall  losses,  so  Elderplan  did  not  pay  out  funds  from 
the  incentive  pool  to  GMA. 

Elderplan  reported  dissatisfaction  with  the  efficiency  of  GMA  operation, 
not  only  because  of  the  management  problems  reported  above,  but  also  because 
the  number  of  visits  per  physician  was  low.  Administrators  contended  that  GMA 
inexperience  led  to  inefficiency  and  higher  costs  of  operation. 

After  a  long  period  of  seeking  other  physician  arrangements,  Elderplan 
developed  a  capitation  contract  with  Multi-Specialty  Medical  (MSM)  in  January 
1987.  Its  capitation  was  at  $75.95  pmpm  to  provide  all  primary  and  specialty 
care  services,  laboratory,  podiatry,  and  ancillary  services  for  a  guaranteed 
number  of  Elderplan  members.  [9]  A  maximum  loss  6%  $10,000  per  member  per  year 
was  set.  The  MSM  capitation  rate  used  a  14  percent  withhold  (i.e.,  $10.63 
pmpm) ,  which  was  placed  in  a  fund  to  provide  MSM  an  incentive  to  control 
hospital  use.  Elderplan  was  in  the  process  of  negotiating  a  similar  contract 
for  medical  services  with  other  physician  groups  in  1987.  [10]   Elderplan 
expected  these  changes  to  have  a  direct  impact  on  lowering  future  utilization 
and  expenditures. 

Elderplan  established  three  provider  service  contracts  on  a  capitation 
basis  in  late  1986  and  1987,  including  the  MSM  physician  group,  three 
podiatrists,  and  a  laboratory.  [11]  In  1985  and  1986,  Elderplan' s  financial 
arrangements  for  acute  and  ambulatory  care  services  were  primarily  on 
fee-for-service  cost  reimbursement  basis,  but  they  began  to  move  toward 
capitation  arrangements  as  a  means  of  sharing  risk  and  attempting  to  lower 
utilization. 

Elderplan  arranged  for  Medicare  and  iron-Medicare-covered  nursing  home 
services  (SNF  and  ICF  beds)  through  formal  contracts  with  the  two  nursing 
homes  of  its  parent  MJGC.  Under  the  contract,  Elderplan  paid  per  diem  on  the 
basis  of  100  percent  of  the  Medicare  cost  reimbursement  of  $130-165  per  day  in 
1985  and  1986.  Elderplan  paid  a  fixed  rate  for  an  established  number  of  bed 
days,  whether  or  not  the  beds  were  used.  Elderplan  did  not  receive  a  discount 
on  rates  by  MJGC  because  its  two  facilities  were  facing  large  deficits,  with 
the  adoption  of  the  New  York  Medicaid  nursing  home  reimbursement  system.  [12] 
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Elderplan  also  had  an  agreement  with  MJGC  Home  Health  Agency,  a  certified 
and  licensed  agency  for  both  Medicare  and  non-Medicare-covered  home-health 
care  services  and  contracts  with  a  number  of  community  long  term  care  vendors. 
These  vendors  provided  homemaker,  housekeeper  and  personal  care  services, 
transportation,  durable  medical  equipment,  supplies,  and  respiratory  therapy 
services  for  specified  fees,  and  an  emergency  alarm  company  provided  emergency 
alarm  services.  [13]  Most  of  these  services  were  reimbursed  at  discounted 
fee-for-service  rates.  In  1986,  Elderplan  was  able  to  develop  a  contract  with 
a  discount  mail  order  pharmacy  service  for  its  prescription  drugs  on  a 
discounted  cost  basis. [14] 

In  summary,  Elderplan  had  complex  arrangements  for  its  service  delivery 
and  payment  mechanisms.  Its  service  delivery  system  was  primarily  a  brokered 
system,  like  SHP,  except  for  case  management  services,  which  were  delivered 
directly.  Its  financial  arrangements  were  primarily  based  on  cost 
reimbursement,  but  after  the  first  24  months,  it  was  able  to  establish 
capitation  arrangements  with  a  physician  group  and  two  other  providers. 

DISCUSSION 

Two  basic  S/HMO  organizational  models  were  developed:  sponsorship  by  an 
established  HMO  (Kaiser  Permanente  and  Group  Health,  in  partnership  with 
Ebenezer,  a  long  term  care  organization)  or  by  long  terra  care  organizations 
that  formed  new  HMOs  (MGJC  and  SCAN) .  The  primary  differences  in  planning, 
management,  and  provider  arrangements  grew  out  of  these  differences  in  the 
sponsors. 

The  two  established  HMOs  (Kaiser  Permanente  and  Group  Health  with 
Ebenezer)  considered  the  S/HMO  projects  to  be  product  lines  and  integrated 
them  into  their  existing  organizations.  Both  were  experienced  in  the  delivery 
of  hospital  and  ambulatory  care.  These  HMOs  had  little  experience  with  the 
delivery  of  long  term  care  services,  but  had  no  difficulty  in  establishing 
organizational  relationships  and  financial  arrangements  with  long  term  care 
providers.  Group  Health  arranged  for  most  of  its  l£>ng  term  care  services 
through  its  partner,  Ebenezer.  Kaiser  primarily  used  private  vendors  in  the 
community  for  long  term  care  services. 

Although  there  were  few  problems  with  the  establishment  of  the  delivery 
systems  at  the  two  HMOs,  Seniors  Plus  had  its  own  problems.  These  included 
strategic  planning  and  marketing  conflicts  within  Group  Health,  which  had  a 
competing  TEFRA  HMO  that  it  considered  a  more  viable  product  than  the  S/HMO. 
Although  Ebenezer  provided  the  long  term  care  services  for  Seniors  Plus,  its 
influence  on  the  organization  and  management  of  Seniors  Plus  was  less  that  of 
Group  Health,  which  held  the  HMO  license  and  provided  the  acute  and  ambulatory 
care  services. 

The  two  new  HMOs  (Elderplan  and  SHP)  needed  extensive  staff  and  financial 
resources  to  establish  prepaid  financing  systems  and  acute  and  ambulatory  care 
delivery  systems.  These  organizations  primarily  contracted  for  all  acute, 
ambulatory  care,  and  long  term  care  services,  and  directly  provided  only  the 
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administration  and  case  management  for  the  S/HMD  projects.  Iheir  inexperience 
in  planning  acute  and  ambulatory  care  services  created  problems  for  both 
organizations,  many  of  which  began  to  be  resolved  over  time.  These 
organizations  had  no  problems  in  establishing  and  making  financial 
arrangements  for  long  term  care  services,  which  they  were  already  experienced 
in  delivering.  Although  the  problems  in  building  new  HMDs  from  long  term  care 
organizations  were  expected  and  no  different  than  those  of  other  new  HMDs,  the 
difficulties  raise  questions  about  the  rationale  of  such  an  approach  for  the 
future. 

One  ultimate  test  of  organizational  success  remains  whether  the  four 
established  S/HMDs  will  continue  beyond  the  demonstration  period.  Will  the 
two  HMDs  find  the  S/HMD  projects  to  be  valuable  product  lines  and  be  willing 
to  continue  to  offer  the  S/HMD  plan?  The  two  long  term  care  organizations  are 
faced  with  decisions  about  the  future  of  the  S/HMD  organizations  they  created. 
Will  these  organizations  want  to  continue  as  S/HMDs,  and  if  so,  how  will  they 
be  structured  in  the  future?  Will  they  attempt  to  became  regular  HMDs, 
offering  services  to  a  population  under  age  65  in  addition  to  their  Medicare 
and  Medicaid  enrollees?  Or  will  they  seek  waivers  from  the  current  HMD 
regulations  to  allow  them  to  continue  as  special  organizations  without  a 
non-Medicare  and  non-Medicaid  enrollment  under  age  65?  Will  they  seek 
partners  to  help  continue  their  operations  or  will  they  want  to  remain 
independent  organizations? 

Daring  the  remaining  two  years  of  the  demonstration,  these  and  many  other 
questions  will  be  addressed  by  the  S/HMDs  and  their  sponsors  as  they  assess 
their  successes,  failures,  and  organizational  viability  for  the  future. 
Meanwhile,  the  first  30  months  of  the  demonstration  have  provided  invaluable 
information  about  the  development,  organization,  and  management  of  S/HMDs. 

SUMMARY  FINDINGS 

•  The  S/HMD  demonstration  was  planned  and  implemented  using  two  basic 
organization  types.  Two  HMDs  (Kaiser  and  Group  Health,  in  partnership 
with  Ebenezer,  a  long  term  care  organization)  entered  the  demonstration 
experienced  in  the  delivery,  financing,  and  utilization  control  of 
hospital  and  ambulatory  care.  They  had  little  experience  in  the 
provision  of  long  term  care  services.  Two  long  term  care  organizations 
(Metropolitan  Jewish  Geriatric  Center  (MJGC)  and  Senior  Health  Action 
Network  (SCAN) ) ,  without  direct  experience  as  acute  and  primary  care 
service  providers  or  HMDs,  established  S/HMDs. 

•  The  two  established  HMDs  (Kaiser  and  Group  Health)  treated  their  S/HMD 
projects  (Medicare  Plus  II  and  Seniors  Plus)  as  new  product  lines  within 
their  established  health  plans.  Acute  care  service  delivery  was 
incorporated  into  the  preexisting  HMD  delivery  system,  allowing  the 
projects  to  make  efficient  use  of  personnel  and  administrative  resources, 
and  to  focus  attention  on  the  development  of  long  term  care  service 
delivery  systems.  Kaiser  and  Group  Health  with  its  partner,  Ebenezer, 
had  little  difficulty  negotiating  arrangements  with  long  term  care 
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providers.  Seniors  Plus  was  able  to  use  the  established  Ebenezer  long 
term  care  service  network  for  most  of  its  services,  whereas  Kaiser  made 
arrangements  with  private  freestanding  community  vendors  for  most  of  its 
services.     * 

•  The  two  new  HMOs  (Elderplan  and  SHP,  sponsored  by  MJGC  and  SCAN) ,  as  long 
term  care  organizations,  needed  extensive  staff  and  other  resources  to 
establish  an  HMO  acute  and  ambulatory  care  delivery  system  capacity  for 
their  S/HMO  projects.  Without  previous  HMO  operational  experience,  these 
two  S/HMOs  developed  hospital,  ambulatory  care,  and  long  term  care 
service  agreements,  primarily  through  contractual  arrangements.  Most  of 
Elderplan1  s  long  term  care  services  were  contracted  with  its  parent 
corporation,  Metropolitan  Jewish  Geriatric  Center  (MJGC) .  SHP  contracted 
all  its  services  with  community  vendors  and  itself  delivered  only  case 
management  services. 

•  Elderplan  responded  to  its  inexperience  in  ambulatory  care  by  initially 
establishing  a  group-model  HMO  in  which  its  physicians  contracted  with 
the  S/HMO.  This  decision  reduced  the  choice  of  physicians  and  limited 
access  to  hospital  services  when  hospital  admission  privileges  at 
Elderplan' s  preferred  hospital  were  not  approved  for  its  physicians 
during  the  first  24  months.  A  further  problem  was  that  the  financial 
arrangements  with  the  physician  group  provided  little  incentive  for  the 
physicians  to  control  physician  and  hospital  utilization,  while  other 
factors  encouraged  high  utilization  of  specialist  referrals. 

•  SHP  elected  to  enter  an  informal  partnership  with  St.  Mary  Medical  Center 
and  its  physician  group.  This  alliance  gave  SHP  access  to  acute  care 
expertise  and  shaped  the  provider  delivery  system  and  financial 
arrangements  for  hospital,  nursing  home,  and  physician  services.  These 
arrangements  though  practical  and  rational,  at  times,  conflicted  with  SHP 
organizational  interests  particularly  in  expanding  its  market  area  and  in 
enrollment. 

•  The  presence  of  St.  Mary  and  other  SHP  risk  contract  providers  on  the  SHP 
board  gave  the  health  plan  needed  expertise  in  health  care  delivery,  but 
it  may  also  have  affected  the  health  plan's  ability  to  exercise  stronger 
utilization  and  expenditure  controls  over  hospital,  nursing  home,  and 
physician  services.  Tensions  relating  to  these  issues  appeared  to 
contribute  to  same  internal  management  disputes  and  board  member 
turnover. 

•  The  established  HMOs  were  not  completely  free  of  management  problems.  At 
both  sponsoring  organizations,  Seniors  Plus  was  hampered  by  the  absence 
of  strong  consistent  GHI  and  Ebenezer  Society  support  for  the  S/HMO. 
This  problem  was  further  cranpounded  by  turnover  in  top  Group  Health  and 
Ebenezer  corporate  leadership.  As  a  result  of  the  inconsistent 
management  support,  S/HMO  staff  found  it  difficult  to  address  and  resolve 
S/HMO  operational  issues  related  to  such  basic  questions  as,  for  example, 
how  to  avoid  adverse  selection  when  marketing  the  product  in  conjunction 
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with  the  Group  Health  TEFRA  risk  contract,  how  to  handle  initial  plan 
losses  related  to  a  price-coitpetitive  premium  that  initially  did  not 
cover  the  costs  of  the  benefits  offered,  how  to  develop  an  effective 
marketing  approach,  and  how  to  meet  enrollment  targets. 

Ihe  S/HMDs  (except  SHP)  typically  paid  for  their  provider  contract 
services  on  a  fee-for-service  basis  at  standard  Medicare  and  community 
rates.  Elderplan  and  Seniors  Plus  did  have  some  success  in  negotiating 
discount  rates  for  some  services. 

SHP  was  the  only  S/HMO  that  initially  developed  capitated  contractual 
arrangements  for  provider  services.  While  these  arrangements  did  not 
appear  to  have  achieved  substantially  lower  costs  during  the  initial  30 
months  period,  they  did  enable  the  health  plan  to  engage  its  providers  in 
risk  sharing. 
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NOTES 

[1]  About  one-quarter  of  all  nursing  home  services  were  handled  by  Ebenezer's 
nursing  homes  and  paid  the  Medicaid  nursing  home  rates  based  on  a 
Medicaid  casemix  system  with  eleven  classification  levels  for  four  cost 
centers.  Ebenezer  used  other  area  nursing  homes  for  the  rest  of  the 
needed  services  and  paid  them  the  Medicaid  rates.  The  only  exception  to 
this  was  with  a  rehabilitation  center,  where  OH  had  a  contract  for 
extended  care  and  post-acute  care  services  through  its  medical  care 
program.  Nursing  homes  provide  basic  services  but  exclude  physician  and 
laboratory  services  from  the  basic  rates.  They  provide  physical  and 
occupational  therapy  but  charge  separately  for  them  in  most  cases.  For 
skilled  in-home  nursing  care,  their  costs  were  about  $60  per  visit  but 
Ebenezer  charged  only  $45  in  1985  and  $50  in  1986  for  those  services  to 
Seniors  Plus 

[2]  Ebenezer  was  willing  to  not  require  3-4  hour  blocks  of  services  for  home- 
health  care  that  were  required  to  other  agencies,  but  provided  services 
on  an  hourly  basis.  They  charged  $27  for  adult  day  health  for  Seniors 
Plus  compared  to  $31  for  other  vendors;  $8.50  for  hcmemaking  compared  to 
$9.25  for  the  community  rate;  and  $14.50  for  home  health  aides  compared 
to  $15.25  for  community  vendors.  Ebenezer  provided  27%  of  the  total 
SNF/ICF  days  used  by  Seniors  Plus  members  (March  1986  HCFA  audit) .  In 
addition,  55%  of  the  in-home  services  were  rendered  by  Ebenezer  Community 
Services  (March  1986  HCFA  audit) .  There  were  two  large  contracts  between 
Ebenezer  and  home  care  vendors  for  the  bulk  of  other  in-home  services. 
For  the  few  remaining  community  service  vendors,  Seniors  Plus  paid  for 
services  directly  on  a  fee-for-service  cost  basis  without  a  formal 
contract. 

[3]  Federal  regulations  (42  CFR  Part  417.592)  specifies  that  if  an  HMO's 
adjusted  community  rate  (ACR)  (the  equivalent  of  the  premium  that  the 
risk  organization  would  have  charged  Medicare  enrollees  independently  of 
Medicare  payments  using  the  saiia  rates  as  charged  to  non-Medicare 
enrollees)  is  less  than  the  AAPCC,  the  HMO  would  either  provide 
additional  benefits  or  accept  a  reduced  monthly  payment  from  HCFA.  The 
ACR  calculation  methods  are  specified  by  regulation  and  are  subject  to 
review  and  approval  by  HCFA. 

[4]  For  1986,  new  capitation  rates  were  negotiated  among  the  three  partners 
(SHP,  St.  Mary  and  PGIB)  and  new  incentive  arrangements  were  designed. 
The  acute  care  capitation  rate  paid  to  St.  Mary  was  $90.63  based  on  an 
estimated  $725  per  day  costs  and  and  estimated  utilization  of  1,700  days 
per  1,000.  In  addition,  $12.08  pmpm  was  withheld  from  the  revenues  for 
the  risk  incentive  pool  for  acute  care  use.  In  addition,  $15.00  pmpm  was 
withheld  from  the  PGIB  capitation  payments  to  establish  the  incentive 
pool  for  inpatient  services.  If  utilization  were  below  1900  days,  PGIB 
would  receive  its  entire  withhold  back,  but  as  utilization  increased, 
PGIB's  share  would  be  reduced.  SMMC  would  receive  a  greater  share  of  the 
withholds  as  utilization  increased  over  1800  days/1000. 
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[5]  The  actual  capitation  rate  to  St.  Mary  for  Medicare  nursing  home  care  was 
$112  per  day  and  $120  per  day  times  75%  for  nursing  home  ancillaries,  for 
a  total  of  $202  per  day  for  267  actual  days  of  care  in  1985.  This  was  a 
generous  rate  considering  that  St.  Mary  received  approximately  $150  per 
day  fee-for-service  rates  for  Medicare  patients  and  $140  per  day  for 
Medicaid  patients.  St.  Mary  contracted  additional  Medicare  nursing 
home  services  with  another  facility  during  1985  which  had  217  days  of 
care  at  $165  per  day.  This  included  $23.33  for  skilled  nursing  and  $9.67 
for  long  term  care  services.  The  skilled  nursing  cost  estimates  were 
based  on  an  expected  cost  of  $200  per  day  and  $65  per  day  (less  15%  for 
copayments)  for  long  term  care  and  a  risk  arrangement  was  established. 

The  total  Medicare  nursing  heme  actual  utilization  for  SHP  was  52  days 
per  1000  members  at  an  average  cost  of  $217.73  per  day.  For  SHP  members 
needing  chronic  care  services,  St.  Mary  had  contracts  to  pay  community 
nursing  homes  approximately  $65  per  day.  The  total  actual  costs  for 
skilled  nursing  care  for  SHP  members  for  1985  was  $195,577  compared  to 
the  capitation  payments  of  $279,745,  showing  that  St.  Mary  had  a  savings 
of  $84,168  on  its  nursing  home  pool.  Since  half  of  this  amount  had  been 
placed  in  the  incentive  pool,  the  pool  had  $44,170  to  distribute  using 
its  risk-sharing  arrangement. 

[6]  The  1986  PGLB  stop  loss  provisions  were  as  follows:  Medical  $6.10, 

surgery,  $150;  pathology,  $1.45;  radiology,  $13.00;  and  anesthesiology, 
$36.00  per  unit.  The  stop  loss  provision  was  $12,000  per  individual 
member.  The  physicians  were  paid  at  10-20%  less  than  the  relative  value 
scale  (RVS)  for  each  procedure  because  HCFA  prohibited  payments  above  the 
average  Medicare  rates. 

The  PGLB  subcontracts  included  the  following:  Kiddle  Laboratory  received 
a  $1.60  pmpm;  Coast  Radiology  at  St.  Mary  received  a  capitation  rate  of 
$4.48;  Mulach  Eye  Center  received  $5.60  pmpm;  the  two  podiatrists 
received  $0.70  pmpm.  New  Market  Management  was  given  $10  pmpm  for 
administration.  Other  services,  including  the  plastic  surgeons, 
dermatologists,  hospital  emergency  room  physicians,  physical  therapy,  and 
all  other  outpatient  services  in  the  hospital,  were  paid  on  a 
fee-for-service  basis. 

[7]  Elderplan's  contract  with  Brooklyn-Caledonian  Hospital  was  established  en 
a  prospective  per  diem  rate  at  $424.05  for  1985  including  all  services  of 
the  hospital  and  the  emergency  roam  rate  was  be  $116.02  per  visit.  The 
1986  rates  were  calculated  using  the  same  methodology  with  an  economic 
trend  factor  and  set  at  $499.22  per  day  and  its  1987  hospital  rate  was 
$516.87.  Almost  no  hospital  days  were  used  in  1986  or  1987  at  the 
hospital.  Elderplan's  contract  with  Lutheran  was  signed  on  January  1, 
1986  and  provided  for  a  per  diem  rate  of  $467.83  for  all  inpatient  acute 
care  services.  The  emergency  roam  services  at  Lutheran  were  paid  on  the 
basis  of  fee-for-service  reasonable  costs.  The  original  Maimonides 
Medical  Center  agreement  to  provide  hospital  and  emergency  services  was 
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written  and  signed  in  May  1984  for  a  rate  of  $446.17  per  diem.  The  1986 
Maimonides  contract  increased  the  rate  to  $504.05  per  day.  The  emergency 
roam  services  were  also  paid  on  the  basis  of  fee-for-service  reasonable 
costs.  Elderplan  was  negotiating  contracts  with  two  additional  hospitals 
in  July  1987,  including  Brookdale  Medical  Center  and  Kings  Highway 
Hospital.  Kings  Highway  proposed  a  substantially  lower  rate  than  the 
other  hospitals,  which  would  have  increased  the  savings  to  Elderplan  over 
the  other  contracting  hospitals. 

[8]  Before  the  plan  began  actual  operation,  an  amendment  to  the  GMA-Elderplan 
contract  was  signed  on  March  5,  1985,  removing  all  the  risk-sharing 
arrangements  until  the  plan  has  an  enrollment  of  4,000  members,  but 
continuing  the  financial  incentive  arrangements.  In  the  1985  HCEA  audit, 
the  auditors  claimed  this  amended  contract  was  a  violation  of  the 
original  Elderplan  protocol  approved  by  HCEA. 

The  incentive  arrangement  was  that  if  GMA  were  to  operate  at  a  level  at 
least  equal  to  3%  below  the  total  pmpm  capitated  rate  in  a  given  risk 
pool,  then  the  GMk  would  receive  an  incentive  of  $.33  pmpm  up  to  a 
maximum  of  $17,000  from  one  risk  pool  and  $.66  pmpm  up  to  a  maximum  of 
$35,000  if  a  savings  were  made  in  both  risk  pools.  If  the  savings  were 
equal  to  5%  below  the  total  pmpm,  then  GMA  would  receive  a  higher 
incentive  payment  of  $.42  pmpm  for  one  risk  pool  up  to  a  maximum  of 
$22,5000  and  $.84  pmpm  up  to  a  maximum  of  $45,000  if  the  savings  occurred 
in  both  risk  pools.  The  projected  hospital  expenditures  for  the  period 
were  $100.87  pmpm  but  the  actual  expenditures  were  $85.03  pmpm  so  that  a 
savings  of  $15.84  was  realized  at  the  end  of  the* first  18  months.   (There 
were  15,636  member  months  in  the  period  multipled  times  $.75  gave  GMA  a 
final  settlement  of  $11,727.)  In  June  of  1987,  Elderplan  had  not 
actually  given  this  first-year  incentive  payment  to  GMA  physicians 
because  the  original  GMA  physicians  had  left  the  plan  and  GMA  had  lost 
money  overall. 

[9]  Elderplan  estimated  that  the  $75  pmpm  capitation  for  MSM  would  be 

equivalent  to  88%  of  the  average  fee-for-service  rate  under  Medicare. 
The  MSM  capitation  agreement  was  based  on  Elderplan' s  guaranteeing 
payment  for  250  new  members  per  month  for  a  six-month  period  (5,250  pmpm) 
to  MSM  regardless  of  the  actual  number  of  plan  members  assigned  to  MSM 
during  the  period.  Between  4,500  and  5,250  plan  member  months,  the  plan 
will  deduct  the  difference  from  the  capitation  fee  payment  until  the  plan 
pays  back  the  overpayment.  If  there  were  more  than  5,250  plan  member 
months  paid  during  the  initial  six-month  period,  MSM  would  receive 
capitation  fee  payments  for  the  actual  number  of  pmpm.  Elderplan 
reported  having  been  able  to  meet  these  membership  assignment  provisions 
during  the  first  six  months. 

The  MSM  capitation  rate  was  set  up  with  a  14%  withhold  (or  $10.63  pmpm) , 
which  was  placed  in  a  hospital  fund  to  provide  incentives  for  controlling 
hospital  utilization.  The  hospital  fund  was  designated  as  equal  to  the 
the  total  pmpm  capitation  funds  allocated  by  the  plan  to  hospitals  for 
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actual  services  provided  by  the  MSM  medical  group  as  their  primary  care 
provider.  If  a  surplus  existed  in  the  withholding  fund  over  the 
capitation  funds  allocated  on  a  pmpm  basis  at  the  end  of  the  period,  MSM 
would  receive  60%  of  the  surplus  and  Elderplan  would  receive  40%.  If 
there  were  a  deficit  in  the  hospital  fund,  60%  of  the  losses  would  be 
paid  by  MSM  from  the  withholding  fund  to  Elderplan.  Any  surplus  in  the 
fund  would  be  paid  to  MSM.  The  inpatient  care  in  nonplan  hospital  within 
and  out-of-area,  skilled  nursing,  and  outpatient  surgery  in  hospitals 
were  excluded  from  the  hospital  pool.  The  hospital  payment  rate  depended 
on  the  actual  negotiated  rate  with  each  hospital. 

[10]  Elderplan  was  in  the  process  of  negotiating  a  similar  contract  for 
medical  services  with  Iiithern  Medical  Center  Family  Physician  Health 
Center  in  the  summer  of  1987.  While  this  contract  would  have  slightly 
higher  rates  ($79.55  pmpm) ,  the  rate  included  hearing  aid  and  eyeglass 
benefits  and  the  contract  provided  for  a  20%  withholding  fund  for  the 
hospital  incentive  pool. 

[11]  The  contract  provided  for  a  capitation  rate  of  $1.60  per  member  per  month 
for  all  covered  foot  care  services  including  x-rays.  In  addition,  a  20% 
withholding  fee  was  subtracted  from  the  rate  to  be  placed  in  the 
podiatrist  patient  care  account  to  be  used  for  podiatry  care  in  a 
hospital,  skilled  nursing  facility,  health-related  facility  or  in 
instances  of  in  and  out-of-area  emergency  and  urgent  care.  If  there  was 
a  positive  balance  in  the  withholding  account,  the  remaining  amount  was 
to  be  returned  to  the  podiatrist. 

[12]  The  first  contract  was  signed  in  December  1984  with  MJG  Nursing  Home 

Company,  Inc. ,  a  nonprofit  corporation  organized  for  skilled  nursing  and 
day  hospital  services,  located  in  Borough  Park.  The  contract  provided 
the  following  rates  for  1985;  $165  per  day  for  skilled  nursing  and 
subacute  care.  In  addition,  the  following  schedule  was  established  for 
day  hospital  care:  $115  per  6-hour  day,  $57  per  3-hour  day,  and  $19  per 
1-hour  day.  The  other  skilled  nursing  facility,  MJG,  Coney  Island, 
'  offered  less  intensive  care  and  lower  1985  rates  of  $130  per  day  for 
skilled  nursing  and  $68  per  day  for  the  health-related  facility  services 
(ICF) .  Medicare  challenged  the  MJGC  rate  for  last  year,  so  MJGC  decided 
to  maintain  the  1985  rate  in  1986  and  1987  rather  than  to  conduct  a  rate 
study.  Elderplan  also  had  an  agreement  with  MJGC  Home  Health  Agency,  a 
certified  and  licensed  agency  for  home-health  care  services  for  1985. 

[13]  Elderplan  had  six  vendor  contracts  for  hamemaker,  housekeeper,  and 

personal  care  services  in  1986.  The  typical  rates  were  about  $6.50  per 
hour  for  these  services.  Elderplan  had  an  agreement  with  a  nursing 
registry  to  provide  supplemental  nursing  services  either  in  a  hospital  or 
at  home.  The  agreement  provided  for  the  following  rates:  $53.23  per 
visit  for  nursing  services;  $13.25  per  hour  of  home  health  aide;  $43  per 
visit  for  physical,  occupational,  or  speech  therapy.  These  rates  did  not 
change  for  1986  or  1987. 
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Other  Elderplan  contracts  were  with  3  medical  transportation  companies, 
for  about  $15  for  ambulette  services  and  $8  for  car  service  per  ride. 
Another  contract  was  with  an  equipment  company  to  provide  durable  medical 
equipment,  supplies,  and  respiratory  therapy  services  for  specified  fees. 
Elderplan  also  had  a  contract  with  an  emergency  alarm  company  to  provide 
emergency  alarm  response  systems  on  a  flat  fee  schedule  for  installation 
and  leasing.  Elderplan  also  developed  a  contract  with  a  discount  mail 
order  pharmacy  service  for  all  prescription  drugs  for  plan  members  with  a 
25%  discount  on  all  non-prescription  items  and  based  on  a  fee  schedule 
for  drugs. 

[14]  Elderplan' s  contract  for  prescription  drugs  for  plan  members  was  a  25% 
discount  on  all  non-prescription  items  and  based  on  a  fee  schedule  for 
drugs. 
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ELDERPLAN  RESPONDENT  LIST 

HMOs: 

Anthony  Watson,  Executive  Vice  President  and  C.E.O, 
HIP 

Kevin  M.  O'Neill,  Marketing  Director 
Maxicare 

Hap  Leabman,  Coordinator  of  Provider  Affairs 
Blue  Cross/Blue  Shield 
Empire  HMO 

Dennis  Kodner,  Executive  Director 
Elderplan 

HOSPITALS : 

Barry  Yankelowitz,  Senior  Vice  President 
David  Berger,  Assistant  Administrator 
Maimonides  Medical  Center 

Ann  Allen-Ryan,  Senior  Vice  President 
Lutheran  Medical  Center 

Dr.  Rubin  Berlingerblau 
Maimonides  Hospital 

James  A.  Jordan,  Executive  Director 

The  Brooklyn  Hospital-Caledonian  Hospital 

Theresa  Franzen,  Discharge  Planner 
Lutheran  Medical  Center 

Fran  Calco 
Utilization  Review 
Maimonides  Medical  Center 

Delores  Forcenito 
Utilization  Review 
Maimonides  Medical  Center 

Dr.  Anthony  Caccesse,  Chief  of  Staff 
Lutheran  Medical  Center 

Diane  Malloy,  Chairperson 

Bayridge  Interagency  Council  of  the  Aging 

Lutheran  Medical  Center 
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Cimillo  Messina,  Assistant  Director 
Joan  Gigante,  Director 
Amico  Senior  Center 

LOCAL  &  POLITICAL; 

Joan  Leavitt,  Aide  to  Hon.  Howard  Golden 
Burrough  President 

Commission  Janet  Sainer 

Mary  Mayer,  Director  of  Research 

New  York  City  Department  of  Aging 

MEDICAL  SOCIETIES: 

Dr.  John  DeLuca,  President 
Bayridge  Medical  Society 

Dr.  Paul  Finkelstein,  President 
Kings  County  Medical  Society 

Bruce  Vladeck,  President 
United  Hospital  Fund 

INSURANCE: 

James  Weil,  Vice  President 

Senior  Services 

Metropolitan  Life  Insurance  Company 

BUSINESS  AND  UNION: 

Rosalyn  Yasser,  Administrator 
DC  37  Health  &  Security  Plan 

Gerald  Samuels,  Assistant  Director 

Health  Benefits 

Brooklyn  Union  Gas  Company 

COMMUNITY  ORGANIZATIONS  AND  SENIOR  GROUPS: 

Rabbi  Shlomo  Braun,  Director 
Social  Service  Department 
Council  of  Jewish  Organizations 

Joan  Schreiber,  Program  Director 
Senior  League  of  Flatbush 
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ACADEMIC: 

Juanita  Wood,  Ph.D.,  Director 
Gerontological  Education 
New  School 

Jim  Knickman,  Ph.D. 

Professor  of  Economics 

Graduate  School  of  Public  Administration 

PUBLIC  OFFICIALS: 

Marc  S.  Wolfert,  Assistant  Deputy  Administrator 

Medical  Assistance  Program 

N.Y.C.  Human  Resources  Administration 

Bob  Lass 

State  Medicaid  Office 

LONG  TERM  CARE  PROVIDERS: 

Cathy  Poulin 
People  Care,  Inc. 

Joan  Altomonte,  Director  of 
Patient  Services 
Certified  Home  Health  Agency 
Metropolitan  Jewish  Geriatric  Center 


ELDERPLAN  ORGANIZATION 

Eli  S.  Feldman,  ^Executive  Director 
Metropolitan  Jewish  Geriatric  Center 

Dennis  Kodner,  Executive  Director 
Elderplan 

Margaret  Nyalka,  Plan  Administrator 
Metropolitan  Jewish  Geriatic  Center 

Jeffrey  Nichols,  Medical  Director 
Geriatric  Medicine  Associates,  P.C. 

Ross  Lumpkin,  Director 

Sales  and  Marketing 

Metropolitan  Jewish  Geriatric  Center 
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Judith  Bruce,  Associate  Executive  Director 
Metropolitan  Jewish  Geriatric  Center 

Helene  Weintraub,  Director 

Member  Services  and  Education  Department 

Elderplan 

Dr.  Kenneth  Scileppi 
Former  GMA  Medical  Director 

Isaac  Assael,  Chairperson 

MJGC  Board 

M.  R.  Weiser  and  Company 

Doris  Simon,  Director 
Case  Management 
Elderplan 

Martin  Sandhaus,  Director 

Finance  Department 

Metropolitan  Jewish  Geriatric  Center 

Janet  Chartez ,  Coordinator 
Utilization  Review 
Elderplan 


KAISER  PERMANENTE  MEDICARE  PLUS  II  RESPONDENT  LIST 
HMOs: 

Mary  Claire  Jorgensen,  Manager 
Pacificare  "Secure  Horizons" 

Helen  Smith,  Medicare  Director 
Mary  McWilliams,  President 
Physician  Interhospital  Health  Plan 

Ron  Coverdell,  Manager 

Blue  Cross/Blue  Shield  -  First  Choice  65+ 

Thomas  Bechtol,  President 

Physicians  Association  of  Clackamas  County  (PACC) 

Mitch  Greenlick,  Ph.D.,  Director 
Center  for  Health  Research 
Kaiser  Foundation  Hospital 
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HOSPITALS: 

Jerry  Brown,  Director  of  Special  Projects 
Nancy  Connors,  Director  of  Geriatric  Services 
Pat  Beham,  Administrative  Fellow 
Health  Link 

HEALTH/MARKETING : 

Lisa  Adatto,  Director  Medicare  Division 
Health  Choice,  Inc. 

MEDICAL: 

Dr.  Don  Young,  President 
Multnomah  County  Medical  Society 

BUSINESS  AND  UNION: 

Ed  Nieubuurt,  Benefits  Manager 
Techtronics  Corporation 

Mike  Hereford,  President 

United  Food  and  Commercial  Workers,  Local  555 

Dick  Rix,  Manager  Business  Group  on  Health 
Chamber  of  Commerce 

LOCAL  ORGANIZATIONS  AND  SENIOR  GROUPS: 

Jim  McConnell,  Director 

Aging  Services  of  Multnomah  County 

Michael  Goldwin,  Executive  Director 
Ann  Wilkinson,  Director  of  Research 
Northwest  Oregon  Health  Systems 

James  Ferguson 
AARP,  Chapter  158 

POLITICAL: 

Drenda  Howatt,  Staff  Assistant 
Rich  Brown,  Staff  Assistant 
to  Congressman  Ron  Wyden 
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STATE : 

John  Hutchinson,  Manager 
Alternative  Delivery  Systems  Unit 
Adult  Family  Services  Division 

Sue  Dietsche,  Manager 
Client  Care  Assistant  Unit 
Program  Assistance  Division 
Department  of  Senior  Services 

Dallas  Hardison,  Ph.D.,  Manager 
Alternative  Delivery  Systems 
Adult  &  Family  Services  Division 
Department  of  Human  Resources 

Roger  N.  Olson,  MSW,  Director 
Family  Support  Services 
Metropolitan  Family  Services 

Harvey  Young,  Nursing  Home  Administrator 
Friendship  Health  Center 

Michael  G.  Saslow,  Supervisor 
Senior  Services  Division 
Department  of  Human  Resources 


KAISER  PERMANENTE  ORGANIZATION 

Mitch  Greenlick,  Ph.D.,  Principal  Investigator 
Medicare  Plus  II  Expanded  Care 
Kaiser  Center  for  Health  Research 

Sara  Lamb,  Co-Investigator 
Medicare  Plus  II  Expanded  Care 
Kaiser  Center  for  Health  Research 

Lucy  Nonnenkamp,  Project  Administrator 
Medicare  Plus  II  Expanded  Care 
Kaiser  Center  for  Health  Research 

Theodore  M.  Carpenter,  Jr. 

Vice  President  &  Assoc.  Regional  manager 

Kaiser  Permanente 

Robert  E.  Koenen,  Associate  Administrator 

Kaiser  Permanente 

Kaiser  Sunnyside  Medical  Center 
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Margaret  K.  O'Malley,  R.N.  ,  Director 

Kaiser  Permanente 

Home  Health  Agency/Hospice 

Linda  Newman 
Claims  &  Referrals 
Kaiser  Permanente 
Medical  Care  Program 

David  Zeps,  M.D. 

Group  Health  Inc. 

Mt.  Scott  Medical  Group 

John  Hall,  Programmer 
Medicare  Plus  II  Expanded  Care 
Kaiser  Center  for  Health  Research 

Tom  Hussey,  Marketing  Director 
Kaiser  Permanente  Regional  Office 

Kay  Harris 

Membership  Services 

Kaiser  Permanente  Regional  Office 

Ted  Colombo 

Marketing  Department 

Kaiser  Permanente  Regional  Office 

Lynette  R.  Doane,  Manager 
Governmental  Reimbursement 
Kaiser  Permanente  Regional  Office 

Janet  Wilkinsen,  Continuity  of  Care  Coordinator 
Bess  Kaiser  Medical  Center 

Ed  Kasner,  Social  Services  Director 
Bess  Kaiser  Medical  Center 

Pam  Procopio 

Utilization  Review 

Bess  Kaiser  Medical  Center 

Peg  Macko 

Medicare  Plus  II 

Kaiser  Center  for  Health  Research 

Kathy  Brody 

Medicare  Plus  II 

Kaiser  Center  for  Health  Research 
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John  Soule 

Medicare  Plus  II 

Kaiser  Center  for  Health  Research 

Barbara  Ford 

Medicare  Plus  II 

Kaiser  Center  for  Health  Research 

Susan  Conroy 

Medicare  Plus  II 

Kaiser  Center  for  Health  Research 

Beth  Gandara 

Medicare  Plus  II 

Kaiser  Center  for  Health  Research 

Jane  Wallace 

Medicare  Plus  II 

Kaiser  Center  for  Health  Research 


SCAN  HEALTH  PLAN  RESPONDENT  LIST 

HMOs: 

Sam  Ervin,  President 
SCAN 

Hal  Johnson,  Regional  Vice  President 
Family  Health  Plan 

Nancy  Starr,  Marketing  Director 

Secure  Horizons 

Alan  Hoops,  Sr.  Vice  President  cf  Marketing 

Pacif icare 

Louise  Pendergrass,  Vice  President  Marketing 
Frank  Matricardi,  Vice  President  of  Planning 
Maxicare 

Craig  Smith,  Marketing  Director 
Tom  Gray,  Director  Public  Sales 
United  Health  Plan 

HOSPITALS: 

Jeff  Liebman,  Assistant  Administrator 
Long  Beach  Memorial  Hospital 
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Jack  Weiblen,  Chief  Executive  Officer 
Long  Beach  Memorial  Medical  Center 

Michael  Markley,  Associate  Administrator 
St.  Mary's  Medical  Center 

COMPETITIVE  MEDICAL  PLANS  OR  PPOs: 

James  Hillman,  Administrator 
Harriman  Jones 

Tom  McCloy,  Acting  Medical  Director 
Physicians  of  Greater  Long  Beach 

Dr.  Richard  Rytting,  Medical  Director 
Harriman  Jones  Medical  Clinic 

BUSINESS  AND  UNIONS; 

Patricia  Miller,  Benefits  Manager 
Esther  Wu,  Assistant 
McDonnell  Douglas  Corporation 
Douglas  Aircraft  Company 

Walt  Miller,  General  Manager 
Sharon  Schmidt,  Office  Manager 
Long  Beach  Public  Employees  Group 

George  Burton,  Assistant  to  President  Bob  Gerghoff 
United  Aerospace  Workers 

Fred  Lodge 

Region  6  -  LA  Council 

United  Auto  Workers 

COMMUNITY  ORGANIZATIONS  AND  CONSUMER  AGENCIES: 

Lucille  Baker,  I&R  Coordinator 

Ralph  Laudenslayer,  Senior  Center  Director 

Long  Beach  Senior  Center 

John  Hooper 

Long  Beach  Seniors  Legislative  Council 

Long  Beach  Senior  Center 

LOCAL  REPRESENTATIVES: 

Max  Shucard,  Field  Representative 
for  Assemblyman  Dave  Elder 
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Tom  Clark,  City  Councilman 

MEDI-GAP  AND  INSURANCE: 

Dan  Cross 

Blue  Cross/Blue  Shield 

California  Insurance  Marketing  Service 

Ed  Leibson,  Ph.D.,  Director 
Provider  Contracting 
Blue  Cross 

SCAN  PLAN  ORGANIZATION 

Pam  Robinson 

Membership  Services  Representative 

SCAN  Health  Plan 

Fred  Brown,  Marketing  Director 
SCAN  Health  Plan 

Ray  Lyons,  Data  Manager 
SCAN  Health  Plan 

Peter  Cullotta,  M.D.,  Medical  Director 
SCAN  Health  Plan 
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INTRODUCTICN 

This  chapter  examines  the  financial  performance  of  the  S/HMOs  during  the 
initial  phase  of  the  demonstration  when  the  S/HMOs  were  not  fully  at  financial 
risk.  The  intent  was  to  identify  factors  that  seem  to  contribute  to  the 
initial  planning  and  operation  of  financially  successful  S/HMOs.  Success  in 
this  demonstration  was  defined  as  providing  access  for  members  to  appropriate 
services  of  high  quality,  while  at  the  same  time  controlling  utilization  and 
expenditures  to  ensure  the  financial  viability  of  the  organization. 

Although  the  findings  of  this  study  were  based  on  observations  of  only 
four  S/HMO  organizations  during  the  initial  start-up  period,  a  number  of 
general  conclusions  were  drawn.  The  findings  indicated  the  importance  of  the 
sponsor  having  a  clear  strategic  plan  and  a  vision  of  how  the  S/HMO  model  fit 
with  the  organization's  design  for  the  future.  S/HMO  operational  success 
further  depended  on  its  efficient  integration  into  a  financially  viable 
risk-based  health  maintenance  organization  (HMD) . 

This  chapter  describes  the  effects  of  the  organizational,  management,  and 
provider  arrangements  on  the  financial  performance  of  the  S/HMO' s  including: 
total  gains  and  losses,  S/HMO  risk  arrangements,  service  utilization  and 
expenditures,  and  revenues.  Four  areas  of  expenditures  are  examined:  hospital 
inpatient,  ambulatory  care,  chronic  care,  and  administrative  services. 
Revenue  sources  —  Medicare,  premiums,  copayments,  and  Medicaid  —  are  also 
examined.  The  overall  effects  of  these  financial  outcomes  on  the  viability  of 
the  S/HMO  organizations  are  discussed. 

METHODOLOGY 

This  chapter  covers  the  first  30  months  of  project  operation  from  January 
1985  through  June  1987.  Much  of  the  statistical  data  presented,  however,  only 
covers  the  first  24  months  of  operational  experience  because  data  beyond  that 
period  were  not  available  at  the  time  the  report  was  completed. 

Qualitative  data  were  collected  through  interviews  with  S/HMO  officials 
at  each  demonstration.  These  officials  included:  S/HMO  executive  directors 
and  key  administrative  staff,  S/HMO  marketing  directors,  selected  S/HMO  board 
members,  and  former  S/HMO  staff.  The  interviews  were  conducted  in  person 
three  times  between  January  and  December  1986,  and  once  by  telephone  in  spring 
1987.  Interviews  focused  on  key  organizational  factors  known  to  be  related  to 
the  success  of  prepaid  health  plans  (Lamb  and  Associates,  1980;  Lewin  and 
Associates,  1986;  Slabosky,  1981).  Correspondence,  contracts,  board  minutes, 
reports  by  the  sites,  audit  reports,  and  other  documents  were  also  collected 
and  analyzed.  Particular  emphasis  was  placed  on  examining  how  corporate 
organization,  management,  and  provider  arrangements  influenced  S/HMO  financial 
performance.  A  third  factor  contributing  to  project  success  —  marketing  and 
enrollments  —  was  addressed  in  Chapter  2. 

Quantitative  data  were  collected  from  the  S/HMO  sites  regarding  measures 
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of  S/HTO  performance  (i.e.,  acute  and  chronic  care  service  use,  revenues,  and 
expenses) .  Unaudited  quarterly  and  special  reports  submitted  fay  the 
demonstrations  to  the  Health  Care  Financing  Administration  were  the  primary 
source  of  aggregate  statistics  on  utilization  and  financial  data.  Ihe 
utilization  and  expenditure  data  were  subject  to  many  later  adjustments  by  the 
sites  through  November  1987.  Further  adjustments  are  expected  after  audits 
are  completed  and  audit  settlements  are  made  with  the  Health  Care  Financing 
Administration  (HCFA) . 

BACKGROUND 

Ihe  S/HMD  demonstrations  are  new  organizational  entities  formed  by 
existing  organizations.  In  establishing  the  demonstration  sites,  Brandeis 
University  and  HCFA  agreed  to  test  the  S/HMO  model  in  four  different  market 
environments.  The  S/HMD  organizational  models  were  developed  by  two  types  of 
sponsors: 

•  Two  established  HMDs:  a  successful,  established  health  maintenance 
organization  (HMD)  (i.e.,  Kaiser  Northwest)  in  Portland,  Oregon;  and  a 
partnership  between  a  mature  HMD  and  an  experienced  direct  long  term  care 
service  provider  (i.e.,  Group  Health,  Inc.  and  Ebenezer  Society);  in 
Minneapolis-St.  Paul,  Minnesota. 

•  Two  types  of  long  term  care  agencies:  Metropolitan  Jewish  Geriatric 
Center,  Inc.,  a  direct  services  provider  in  Brooklyn,  New  York  and  SCAN, 
a  long  term  care  service  broker  in  partnership  with  a  large  medical 
center  in  long  Beach,  California. 

The  S/HMD  demonstration  tested  certain  basic  organizational  and  financing 
features.  First,  a  full  range  of  acute  and  chronic  care  services  were  to  be 
provided  through  a  single  organizational  structure.  Second,  the  consolidation 
of  services  with  a  coordinated  case  management  system  was  expected  to  allow 
the  organizations  to  improve  access  to  and  appropriateness  of  services 
delivered.  Third,  the  S/HMDs  were  to  serve  a  cross-section  of  the  elderly 
population  including  the  functionally  impaired  and  unimpaired  elderly. 
Fourth,  the  S/I-SSDs  were  financed  on  a  prepaid  capitation  basis  by  pooled  funds 
from  Medicare,  Medicaid,  and  member  premiums.  Finally,  the  S/HMDs  were  to 
share  the  initial  financial  risks  and  eventually  were  expected  to  assume  full 
financial  risk  for  service  costs  at  the  end  of  the  first  30  months  of  the 
demonstration . 

IMPACT  ON  FINANCIAL  PERFORMANCE 

In  the  early  1980s,  following  only  a  few  basic  principles  increased  the 
probability  of  success  for  a  prepaid  health  plan.  One  of  these  principles  was 
to  employ  effectively  utilization  review  or  reimbursement  incentives  to 
control  hospital  utilization  and  keep  it  20  to  30  percent  below 
fee-for-service  levels.  In  the  increasingly  competitive  markets  of  the  late 
1980s,  controlling  hospital  use  was  still  necessary  to  successful  financial 
performance  of  a  prepaid  health  plan,  but  it  is  no  longer  sufficient  for 
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assuring  success.  Success  must  include  controlling  ambulatory  care, 
administrative  and  other  costs  as  well  as  ensuring  an  adequate  number  of 
members.  The  S/HMOs  had  the  added  requirement  of  controlling  their  chronic 
and  expanded  care  utilization  and  expenditures. 

A  review  of  data  drawn  from  unaudited  S/HMO  quarterly  reports  submitted 
to  HCFA  revealed  the  relationship  between  the  S/HMO  organizational  . 
characteristics  and  output  measures  of  performance  (i.e. ,  utilization  and 
expenditures) .  Two  findings  emerged  from  this  review.  All  S/HMOs  were  able 
to  contain  hospital  use  at  or  below  their  own  budget  projections  and  at  levels 
below  the  average  levels  provided  to  fee-for-service  Medicare  beneficiaries  in 
their  communities.  All  the  S/HMOs  were  also  able  to  control  their  chronic, 
expanded  care,  and  case  management  costs  within  their  budgeted  levels, 
although  there  were  substantial  differences  in  expenditures  across  sites. 

All  the  S/HMO  demonstration  sites,  however,  lost  substantially  more  than 
they  expected  to  lose  during  their  first  24  months  of  operation.  At  three 
sites,  these  losses  were  primarily  attributable  to  high  start-up  and 
administrative  costs,  coupled  with  much  lower  than  projected  enrollments 
(i.e.,  considerably  less  revenue).  At  Medicare  Plus  II,  the  losses  were  on 
the  Medicare  covered  services  and  not  on  chronic  care  services  where  a  savings 
was  achieved.  Plan  losses  were  not  directly  related  to  implementing  the  S/HMO 
concept  (i.e.  providing  case-managed  chronic  care  services  to  functionally 
impaired  seniors  under  prepaid  health  care  arrangements) . 

Under  demonstration  protocols,  plan  losses  were  mitigated  by  risk  sharing 
arrangements  among  the  demonstrations,  the  Health  Care  Financing 
Administration  (HCFA) ,  and  state  Medicaid  programs.  In  the  absence  of  such 
arrangements,  which  covered  costs  associated  with  providing  acute  and  chronic 
care  services  as  well  as  administrative  expenses  beyond  preestablished  levels, 
it  is  probable  that  at  least  two  of  the  demonstrations  would  have  ceased 
operations  (Elderplan  and  SCAN  Health  Plan) .  To  test  the  S/HMO  concept  at  two 
of  the  four  demonstration  sites,  HCFA  underwrote  the  start-up  costs  and 
initial  operating  deficits  for  two  organizations  that  established  new  HMOs  as 
well  as  for  S/HMOs  demonstration  activities. 

NET  GAINS  AND  LOSSES 

Table  1  shows  the  net  gains  and  losses  for  each  of  the  S/HMOs  for  1985 
and  1986.  Seniors  Plus  experienced  losses  of  over  $1.5  million  during  its 
first  two  years  of  operations.  Elderplan  experienced  the  greatest  losses,  $2 
million  in  1985  and  $3.4  million  in  1986.  SHP  losses  were  slightly  greater 
than  $1.5  million  in  1985  and  $1.2  million  in  1986.  Medicare  Plus  II 
experienced  a  net  gain  during  1985  and  1986  of  $654,840  for  its  chronic  and 
expanded  care  services  (those  additional  S/HMO  benefits) ,  but  experienced  an 
overall  loss  of  $854,182  during  the  period  because  of  the  $1.4  million  in 
losses  on  its  Medicare  covered  services.  All  of  the  statistics  are  subject  to 
final  financial  and  audit  adjustarents.  [1] 

Seniors  Plus  attributed  its  losses  primarily  to  high  marketing  and 


-3- 


0. 

CD 
U 

o 


o-> 

s 

s~* 

8 

s-. 

CD 

*— ^ 

_ 

o 

CD 

CT> 

CD 

r- 

^D 

r- 

• 

«- 

» 

■<t 

CM 

o 

»3- 

_ 

CM 

in 

cm 

- 

cc, 

- 

v£> 

• 

CM 

-<3- 
to 
IT. 

to 

CM 

CD 
O 
in 

-a- 

1 

c- 
cr. 

if) 

i 

CT* 

O 

^ 

CO 

,_, 

CD 

^ 

in 

C- 

,_ 

CM 

«•— 

t. 

CO 

• 

t- 

l— 

• 

o 

• 

r- 

in 

d 

CM 

B 

c- 

CM 

to 

a. 

CM 

• 

«. 

cm 

CTv 

c- 

-<3- 

to 

8 

• 

to 

CJ 

VO 

in 

«e 

» 

v> 

x: 


8 

8 

i— 

• 

,. 

r- 

<T- 

in 

• 

to 

CM 

o 


■"3-  «- 


5 

3Z. 


in 

"=T 

*—n 

_ 

s 

|o 

cr 
in 

•~ 

P 

■C" 

^c 

t- 

- 

cc 

*<r 

CM 

CM 

CM 

in 

cc 

c 


E 
E 


■—  (T 


CD 


«- 

O 

in 

IfN 

CM 

in 

to 

-a- 

ON 

CM 

vo 

CM 

to 

4>9 

«9 

£ 


—        to       cm       tn 

in         •       — 

m        cr        r-        to 


c- 

to 


m 

in 

*-' 

* — 

CD 

in 

~ 

CD 
to 

to 

cr 

CM 

in 
m 

v£ 

rr 

o 

in 
O 

CM 

r- 

CM 

m 

to 


f5 


CM 


CC 
CM 

CM 

in 
cr- 

i 

cr- 

to 

to 

CM 

& 

CC 
V 

c- 


x     cr.         ^ 


O  cr 

E- 


I  r-i 


CC 

a' 

rH 

*j 

CD 

Q. 

3 

-C 

a 

-w 

0> 

CC 

1. 

E 

a- 

60 

O 

s 

c 

L, 

-r-1 

<— 

03 

■a 

■c 

3 

03 

c 

3 

O 

If 

c~ 

c 

fH 

•—1 

> 

0) 

03 

03 

03 

03 

CD 

*J 

tSC 


Cf>  T3 
O  a-     0) 


o 

c 

O 

E 

0) 

o 

••-5 

in 

->a- 

X> 

cc 

0) 

• 

3 

cr> 

u 

^m 

S3 

— 

CO 

V) 

•C 

t- 

!— 

c 

o 

•o 

o 

a 

c— 

CD 

03 

a 

o 

03 

4-> 

2 

0) 

O 

cc 

SI 

i— ( 

•o 

^- 

.*-> 

CO 

"S 

in 

o 

c 

4-> 

V) 

<_ 

-■-* 

•rH 

13 

03 

03 

60 

3 

cr 

CD 

C 

CO 

* 

i- 

t— ; 

■ 

c 

3 

-W 

vo 

3 

h- 

-aJ 

I— 1 

» 

»— i 

^-< 

3 

a> 

r: 

CO 

.p. 

u 

o; 

c 

CD 

co 

3 

g. 

t- 

c 

4) 

K. 

X 

» 

CO 

03 

CD 

"D 

CD 

a> 

CD 

in 

£ 

ff" 

CI 

c^ 

m 

CD 

CJ 

3 

& 

u 

•ft 

-w 

3 

• 

•o 

CJ 

X 

u 

T3 

vr> 

o 

o: 

CD 

o 

« 

CO 

E 

<~- 

CJ 

cr- 

CD 

C 

O 

"~ 

o 

£ 

CO 

&• 

t- 

D. 

■4-) 

m. 

4.* 

• 

6C 

» 

c 

i- 

*r 

C 

a- 

*-> 

CD 

in 

^-4 

»- 

c 

o 

s 

CD 

-(-> 

» 

a 

CD 

—5 

o 

«r> 

c 

3 

03 

e 

0 

03 

O 

4-> 

c 

u 

CD 

« 

CJ 

u 

CJ 

B. 

£ 

X 

CJ 

8. 

cu 

CD 

o: 

CD 

£ 

u 

r. 

c_> 

03 

<~ 

IX 

c 

CJ 

-u 

g 

o 

o 

>> 

>>«: 

CD 

CJ 

J2 

«s 

•-H 

03 

u 

,«l 

3 

a- 

c 

01 

c 

to 

cc 

-4-> 

o 

0! 

jr 

Li 

o 

(- 

u 

3 

-^ 

0) 

CD 

c 

J= 

> 

£> 

5 

CJ 

CD 

(. 

o 

01 

CD 

-w 

CD 

0) 

4-> 

J= 

C 

> 

t£ 

0> 

4-> 

r— « 

0> 

r— 

03 

» 

a. 

*J 

E 

I* 

o 

E 

CJ 

o 

o 

3T 

O 

0) 

l> 

Im 

CO 

CJ 

■^5 

<— 

0) 

o 

■c 

• 

03 

01 

(- 

03 

c 

tx 

03 

•o 

e. 

69 

3 

o 

o 

C 

c>- 

-s 

rH 

-4-> 

c 

-*H 

o 

o 

> 

c 

CD 

01 

c 

•»-i 

ce 

c 

J= 

J= 

03 

*J 

4-> 

>» 

« 

-UJ 

cc 

u 

<>. 

or 

03 

-u 

E 

4-> 

O 

N 

CC 

CD 

C3 

-rH 

* 

03 

CO 

C 

4-> 

Cx 

•>-> 

o 

c 

-H 

01 

i— 

cc 

E 

3 

£ 

J- 

O 

•o 

£ 

C 

e 

c: 

E 

-*-> 

u 

*-> 

0] 

CC 

03 

o 

3 

C 

>> 

c 

■—I 

£ 

t—t 

±1 

u 

0- 

c 

c 

•c 

l>- 

03 

K 

o 

C 

e 

t; 

L. 

4-> 

c 

,_ ( 

O 

c. 

3 

0' 

mr* 

CD 

■c 

£ 

u 

c 

1 

J= 

E 

CO 

CD 

o 

E- 

c 

CC 

CJ 

c^: 

-4- 


administrative  expenditures  and  low  enrollment.   Seniors  Plus  utilization  and 
expenditures  for  services  were  generally  low  and  within  its  target  range. 
Elderplan  also  attributed  its  initial  losses  primarily  to  high  administrative 
and  marketing  costs.  Elderplan  also  had  high  hospital  and  other  service 
expenditure  costs.  Elderplan  enrollment  was  substantially  lower  than  expected 
for  the  period,  especially  its  Medicaid  enrollment,  so  that  its  expenditures 
were  higher  than  planned.   SHP  experienced  losses  of  slightly  over  $2.7 
million,  which  were  also  related  to  enrollments  that  were  substantially  lower 
than  expected.  Service  expenditures  as  well  as  administrative  and  marketing 
costs  were  also  high  at  SHP. 

As  Medicare  Plus  II  had  planned,  its  actual  experience  was  one  of  saving 
money  on  long  term  care  services  during  the  first  22  months  (1985  and  1986)  — 
with  a  total  savings  of  $654,840.  Initially  a  benefit  stabilization  fund 
(BSF) ,  setting  aside  $.20  pmpm,  had  been  planned,  but  was  not  established. 
When  savings  were  realized  at  the  end  of  1986,  Kaiser  Permanente  (KP) 
Northwest  requested  and  received  approval  from  HCFA  to  establish  the  fund. 
Medicare  Plus  II  did  not  plan  to  place  any  funds  into  the  BSF  during  1987,  but 
agreed  that  any  surplus  remaining  in  the  BSF  at  the  end  of  the  demonstration 
would  be  used  to  offset  the  health  plan  dues  for  S/HMO  members  reTraining  in 
the  program  at  that  time.  The  losses  on  the  Medicare  covered  services 
including  the  acute,  ambulatory  care,  and  other  represented  the  difference 
between  the  KP  Northwest  ACR  (see  Attachment  B)  and  its  expenditures. 

losses  at  the  three  S/HMO  projects  during  the  first  18  months  were  not 
unexpected.  The  projects,  however,  had  hoped  the  losses  would  be  more  limited 
than  they  turned  out  to  be.  A  1981  study  on  the  investments  of  73  HMOs 
reported  that  an  average  investment  of  $2.1  million  was  needed  before  an  HMD 
would  break  even  financially  (Goran,  1981) .  This  report  noted  that  the  staff 
model  needed  the  highest  average  investment  ($3.3  million)  to  break  even, 
whereas  the  network  model  needed  the  smallest  amount  ($1  million)  (Goran, 
1981) .  This  report  was  consistent  with  results  from  the  staff  model  at 
Elderplan,  which  showed  higher  losses  than  SHP  with  its  IPA  model.  Taking 
into  account  inflation  rates  between  1981  and  1986,  the  initial  S/HMO  losses 
were  not  too  different  from  the  experience  of  earlier  HMOs.  The  S/HMOs  may, 
of  course,  experience  additional  losses  in  1987  and  later  time  periods. 

RISK-SHARING  ARRANGEMENTS 

The  S/HMO  project  was  designed  so  that  HCFA  assumed  the  major  share  of 
financial  risk  during  the  first  30  months  of  the  demonstration.  Two  Medicaid 
agencies  were  also  willing  to  share  partial  risk  for  the  projects  in  their 
states.  This  arrangement  paid  for  losses  over  and  above  the  financial  risk 
assumed  by  each  S/HMO  project.  The  initial  S/HMO  risk  sharing  was  low,  with  a 
graduated  amount  during  the  second  phase  of  the  demonstration.  The  total 
S/HMO  risk  ranged  from  $425,000-$700,000  for  the  first  30  months  of  the 
project,  depending  upon  the  initial  risk  proposal  made  by  each  S/HMO.  After 
the  initial  30  months,  each  S/HMO  was  expected  to  assume  the  full  financial 
risk. 
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Table  2  shows  the  actual  risk-sharing  arrangements  across  sites.  Kaiser 
Medicare  Plus  II  developed  a  unique  S/HMO  risk-sharing  model.  Kaiser  was 
fully  at  risk  for  all  acute  and  ambulatory  care  and  other  Medicare-covered 
services  from  the  beginning  of  the  project.  HCFA  was  fully  at  financial  risk 
during  the  first  18  months  of  the  project  for  all  chronic  care  services  not 
covered  by  Medicare,  and  Kaiser  was  fully  at  risk  for  the  remaining  4  months 
out  of  a  total  of  22  months.  Thus,  HCFA  was  at  risk  for  18/22  and  Kaiser  for 
4/22  of  the  total  losses. 

The  initial  Seniors  Plus  risk-sharing  arrangement  limited  risk  to  a  fixed 
amount  for  the  first  30  months  of  the  demonstration  (see  Table  2) .  [2]  The 
initial  risk  was  shared  by  HCFA  and  the  Minnesota  Medicaid  program,  based  an 
their  estimated  proportion  of  the  total  costs  (63.5%  for  HCFA,  1.5%  for  the 
state  Medicaid  program  and  35%  for  Seniors  Plus  for  the  initial  loss 
corridor.)  [3]  Beyond  that  level,  Medicare  and  Medicaid  shared  any  remaining 
losses  according  to  their  portion  of  total  third-party  revenues  produced,  and 
the  state  Medicaid  also  paid  for  a  portion  of  the  total  costs  for  Medicaid 
recipients  with  high  costs. 

The  risk-sharing  arrangement  established  by  Elderplan  was  for  a  maximum 
of  $150,000  for  plan  losses  in  the  first  18  months  and  $500,000  in  the  second 
12  months.  HCFA  assumed  53  percent  and  the  city/state  Medicaid  program 
assumed  18  percent  of  the  first  $517,241  in  losses.  Beyond  that  level, 
Medicare  and  Medicaid  shared  the  additional  losses  on  an  80.2-19.8  percent 
ratio,  based  on  the  estimated  portion  of  the  total  third-party  revenues  each 
was  expected  to  produce.  [4]  The  city  and  state  of  New  York  estimated  that  20 
percent  of  the  area's  aged  population  would  be  eligible  to  join  but  later 
found  that  less  than  12  percent  of  the  aged  population  were  Medicaid 
eligibles.  No  other  state  (and  city)  Medicaid  program  participating  in  the 
demonstration  project  assumed  as  great  a  financial  risk  during  the  first  two 
project  periods  as  in  New  York. 

New  York  Medicaid  was  impatient  about  Elderplan 's  failure  to  enroll 
Medicaid  recipients  because  according  to  the  risk-sharing  agreement  between 
HCFA  and  the  state,  New  York  was  paying  19.8  percent  of  the  total 
risk-sharing  amount.  For  the  first  four  quarters,  this  amounted  to  a  loss  by 
the  state  of  $353,981  for  only  half  as  many  Medicaid  enrollees  (10%)  as  were 
projected.  Because  New  York  was  paying  more  than  it  considered  its  share  of 
the  losses,  it  requested  that  HCFA  renegotiate  the  risk-sharing  agreement  for 
1986-87.  HFCA  did  not  agree  to  a  renegotiation,  arguing  that  a  renegotiation 
would  send  a  signal  to  Elderplan  that  it  need  not  be  concerned  about  meeting 
its  Medicaid  enrollment  goals,  and  might  be  detrimental  to  the  enrollment  of 
Medicaid  members. 

SHP  assumed  a  $200,000  financial  risk  for  the  first  year  (18  months)  and 
$225,000  during  the  second  year  of  operation.  The  California  Medicaid 
contract  covered  the  costs  for  each  Medicaid  enrollee  beyond  a  total  of 
$15,000  during  the  first  year.  Since  no  individual  SHP  Medicaid  enrollee  had 
actual  costs  beyond  $15,000,  the  California  Medicaid  program  assumed  no 
actual  financial  loss  for  SHP  during  the  first  two  years  of  the  project.  [5] 

-6- 


C\J 

•o 

b 

4 , 

cd 

CD 

© 

3 

>« 

£ 

cc 

b 

o 

•m 

c 

£ 

"~ 

b 

co- 

lli 

>-> 

-3 


0.0 
3  O 
O 
CD  - 
*»  O 
CO   O 

o  in 

u  *» 


0.0 
3   O 

o 

CO       - 

*>  o 
id  in 


o 


"3 


CD  O 

CD  -H    O    CO 

»  f*u 

CO  O            CO 

O  U  O   o 

r-l  CX  *>      O 


■& 


o  o 

■a  •  o  -*» 

*    CD  -n    O 

<E     CD     b 


■8 


.  CD 

b  J-> 

oj  CD 

jc  o 

CD  O 


td 
E-i 
i-t 
03 

O 

£ 

»M 


t? 

fa. 

E 

2 
U 

z: 
w 
o 


cr 

■< 

o 

at- 
t-i 
ex 

«t 
=c 

CO 

se 

E 


£ 


o 
o 
© 

in 

OJ 


o 

o 
o 

o 
o 


CD 
b 


~*  o 

"3    CO  «  o 

CD  C     - 

•a  to  o  in 

■M     CD  >»OJ  i—i 


03    CD   ti  o 

(DC* 

•C    CO    o  o 


O  r-i 

CD  C\J  <-> 


O    .m 

c 

Oj    o 


£3 


o 
o 
o 

© 
o 

in 


o 
o 
o 


Pi     C     0) 


CO  c    o 


CD 

Cm 

cfl 

S  ~£ 

"-    CD 
O.  •"  X 

3      -  *> 
VO 

•"  t>-  cm 

rn  •-  o 
in  •»  »D 


Cm 

CO 

8     £ 

—  • 

cxrn  n 
3  m  *» 

oo 

v<     .« 

>-  OOi 

.   CM      . 

«*i  in  o 

m  v*  to 


a) 

Si 


h 


cO 


NO 
00 


3 

&o 

3 

•< 
I 

in 

CO 
On 


C 
CD 
•-5 


<M     CO 

o  •- 


5  a 

+•  CO 

a)  o 

E  -" 
CD 


JC     CD 

*»     « 

*-<    a 
jt    CO 

o 

O    r-l 


Cr. 

in  t*i 
oj  m 
•»  oo 

co  o 

Sin 


O     CD 

rl      b 

«H 

■o  «- 
a)    a>     • 

O    JC   Vt 

-rl      *-»    CO 

Cm  on 


o 


cfl 


flj    Cm   ON  CO     o 

I      Or  .M     .rf 


fa. 
o 


c  c 

o  « 

6  «-> 

oo  M 

—  c 

^  o 


C     CD 

&£ 

*>   b 

CO    o 

b    Cm 

.m 

Cm     JN 

Si 


JC 
JC  CO 
CO    i-l 

■n   u 


*>  fa. 

rl    CD 


"§ 


s-  -r< 
eo  "m 
a) 


■a 
«-i 
as 
o 

«r* 

■a 

£ 


£.' 

.  V 

l-      -M 

«    b 
O    cd 

•M    JZ 

•a   oj 

£^ 


CD 
>     O 

CD      C 


CO    JC 

3 

(0    d 


"    5 
CD     M 

in  2 
o> 


"  6 


E 

a 
S  ° 

o  -, 


S3 

> 

0.1* 

3-H 


rl     O 

■3- 
o 

M     O 

o  o 


"H 


CD 


.       CD 


r-l 

^=  - 

85  r-l 

^  CD 

rH  > 
CV 

co  ri 


a 

CX  XL 
3  *> 
O 

is 


t.  CM 
co  Oj 
cy  ro 
>.    • 

ON 

.c  in 
o  o 

CO     - 

CD    — 

«r> 

M    %^ 

fi      r. 

o 

CD  -a 
*>   ^1 

^-l     t~ 

CO      M 

o 

CD     V 


CO  QJ 
t-  ^  5 
O     «"    C 


M  Cm  ^ 

CO 

H  «    f 

CO  £    Q 

—  *>    ■£ 

O 

C  h    *m 

CO  O    o 

C  «M 


CD    CO 


CO    o   g 


a- 


^     SS     J 


CD  CD 

C  M  *» 
O  D  CO 
♦*  C 
bQO 
O   *"  "i 

<M  •!-> 

CD    b 
«>    JZ     Q 

r-l    *»     M. 

X>         O 

5513. 


09  CO 

CO    ♦»  CD 

CO  CO 

O  CO 

o  o 

b  r-l 
CD    CD 

c  x:  -> 


C0     <M 

O     C    b 

5o   « 
»<   JC 

in   b 


a. 


O    O    CO 

b  *> 

CX  CO 


£ 


-7- 


HCFA  assumed  the  total  financial  risk  beyond  SHP's  initial  risk. 

Because  the  initial  risks  of  the  S/HMOs  were  limited,  the  sites  reached 
their  maximum  financial  liability  soon  after  the  projects  began.  Elderplan 
reached  its  maximum  loss  of  $150,000  within  the  first  quarter  and  had  a  loss 
of  $3.5  million  for  the  initial  18-month  period.  SHP  reached  its  maximum 
loss  within  the  second  quarter  and  had  a  loss  of  $2.2  million  for  the  18 
months.  Even  Seniors  Plus,  with  more  modest  losses,  reached  its  maximum  loss 
by  the  sixth  quarter  with  an  overall  loss  of  $1.25  million  for  the  18  months. 
After  the  S/HMOs  reached  the  maximum  of  their  financial  liability,  there  was 
little  incentive  to  control  costs  for  the  period,  especially  marketing  and 
initial  start-up  costs  that  were  not  expected  to  continue  later  in  the 
demonstration.  Ihe  S/HMOs  made  becoming  fully  operational  early  in  the 
demonstration  a  priority  because  they  would  be  fully  at  risk  in  a  short  time. 

SERVICE  UTILIZATION  AND  EXPENDITURES 

For  purposes  of  comparing  costs,  service  utilization  and  expenditures 
have  been  grouped  into  three  major  categories:  acute  care,  ambulatory  care, 
and  chronic  care  and  expanded  services.  Each  project's  goals  for  utilization 
and  expenditures  are  discussed  in  relationship  to  actual  outcomes.  The  total 
expenditures  were  a  function  of  utilization  (types  and  amounts  of  services) 
and  reimbursement  rates.  Differences  in  service  expenditures  across  sites 
were  substantial.  Variations  in  S/HMO  member  disability  levels  could  account 
for  some  of  the  differences  in  utilization  rates  and  costs  per  member,  but  a 
detailed  analysis  of  the  specific  such  effects  was  beyond  the  scope  of  this 
chapter.  Actual  data  for  Kaiser  Medicare  Plus  II  were  available  only  for 
chronic  care  expenditures,  while  acute  and  ambulatory  care  data  were 
estimated. 

Acute  Care  Hospitals 

Utilization.  Hospital  utilization  patterns  during  the  first  24  months 
are  shown  on  Tables  3  and  4.  Hospital  days  of  care  (Table  3)  are  a  function 
of  the  number  of  admissions  times  the  length  of  stay  (Table  4) .  These 
patterns  for  each  S/HMO  are  compared  with  overall  Medicare  hospital 
utilization  patterns,  which  vary  substantially  by  geographical  region. 
Brooklyn  had  higher  rates  and  Minneapolis/St.  Paul  showed  the  lowest  rates. 

On  the  whole,  S/HMO  aggregate  hospital  utilization,  as  measured  by  both 
days  of  care  and  admissions,  was  lower  than  the  average  rates  for  Medicare 
enrollees  who  received  care  on  a  fee-for-service  basis.  These  data,  not 
adjusted  for  differences  in  age,  gender,  and  health  status,  show  that 
Elderplan  and  SHP  had  lower  hospital  days  per  1000  member  years  than  average 
Medicare  fee-for-service  hospital  days  in  their  areas  (54%  and  31%  lower, 
respectively) .  As  new  HMOs,  both  Elderplan  and  SHP  expected  lower  utilization 
than  fee-for-service  but  higher  utilization  than  Seniors  Plus  and  Medicare 
Plus  II.  Elderplan  had  targeted  2,700  days/1,000  and  SCAN,  2,000  days/1,000; 
both  were  below  their  targeted  levels  in  1985.  Both  had  more  difficulty 
meeting  their  targets  during  the  second  year,  having  a  36  percent  and  16 
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Table  3 

HOSPITAL  DAYS  PER  1000  MEMBERS  PER  YEAR  AT  S/HMO  SITES  COMPARED 
TO  AVERAGE  MEDICARE  BENEFICIARY  HOSPITAL  DAYS  PER  1000  AGED  65  AND  OVER 


Average  Annual 


Days  of  Care  per 
1000  Members/Year 
1985 

Days 
1000 

of  Care  per 

Menibers/Year 
1986 

Medic 
Care 

Aged 

are  Day  of 

Per  1000 

65+  1984 [a] 

Elderplan 

1860 

2533 

3667 

Medicare  Plus  II 

1538 

1675 

3185 

SCAN  Health  Plan 

(SHP) 

1883 

2178 

2685 

Seniors  Plus 

1271 

1423 

2581 

Source:  S/HMO  Demonstration  Projects.  Quarterly  Reports,  1985,  1986;  Unpublished  data 
from  S/HMO  Demonstrations;  Unpublished  data  from  HCFA  (25-52-84)  Cost 
Reporting  Forms. 

[a]  For  Elderplan,  Medicare  days  of  care  are  for  Kings  County;  for  Kaiser,  the  statistics 
are  for  Multnomah  County;  for  SCAN,  they  are  for  Los  Angeles  County;  for  Seniors  Plus 
they  are  for  Anoka,  Carver,  Dakota,  Hennepin,  Ramsey,  Scott,  and  Wasington  Counties. 
Days  of  care  were  standardized  by  the  number  of  aged  65  and  over  within  each  geograph 
area. 
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percent  increase ,  respectively,  in  days  of  care  between  1985  and  1986. 

The  two  S/HMOs  associated  with  experienced  HMDs  (Seniors  Plus  and 
Medicare  Plus  II)  were  generally  able  to  keep  hospital  utilization  (days  of 
care  and  admissions)  at  their  targeted  levels.  Their  length  of  stay  and 
admission  were  lower  than  the  average  fee-for-service  rates  for  their  areas 
and  substantially  lower  than  the  other  two  S/HMOs. 

Medicare  Plus  II  and  Seniors  Plus  also  showed  an  increase  in  both  days  of 
care  and  admissions  between  the  first  and  second  years.  Kaiser  Permanente  had 
a  9  percent  increase  in  hospital  days  of  care  between  1985  and  1986  and 
Seniors  Plus  had  a  12  percent  increase.  Seniors  Plus  had  the  lowest  hospital 
utilization  of  all  the  S/HMOs,  in  terms  of  days  of  care,  length  of  stay,  and 
admission  rates  (Tables  3  and  4) . 

Table  5  shows  a  hospital  utilization  comparison  of  the  four  S/HMOs  with 
other  TEFRA  HMOs  in  their  respective  areas  in  1986.  SHP  had  the  highest 
admission  rate  in  relation  to  all  other  HMOs  and  its  competitors  in  the  Los 
Angeles  area,  but  it  had  a  short  length  of  stay,  lite  other  HMOs.  The  data  on 
Table  5  show  that  the  HMOs  with  individual  practice  associations  (IPAs)  models 
(HMO  Minnesota  and  PHP)  generally  had  higher  hospital  days  per  1,000  than 
other  HMOs  within  their  area.  SCAN  with  its  LPA  model  also  expected  to  and 
did  have  higher  hospital  utilization  rates  (days  of  care  and  admissions  rates) 
within  its  area.  New  HMOs  would  be  expected  to  have  higher  utilization  than 
established  HMOs  and  those  with  large  numbers  of  elderly  who  had  been  in  HMOs 
prior  to  age  65. 

Medicare  Plus  II  and  Seniors  Plus  showed  the  lowest  lengths  of  stay  among 
the  S/HMOs  and  selected  TEFRA  HMOs.  Seniors  Plus  also  had  the  lowest 
annualized  hospital  days  among  the  S/HMOs  and  TEFRA  HMOs.  In  general,  the  two 
S/HMOs  sponsored  by  established  HMOs  (Kaiser  and  Group  Health)  with 
experienced  HMO  physician  providers  were  better  able  to  control  hospital 
admissions  and  days  of  care  than  the  two  S/HMOs  with  newly  formed  physician 
provider  groups. 

Expenditures.  Hospital  expenditures  are  a  function  of  reimbursement 
rates  as  well  as  utilization.  Table  6  shows  the  estimated  average 
reimbursement  rates  reported  by  hospitals  for  the  four  S/HMOs.  The  hospital 
rates  per  day  were  similar  across  sites  in  1985.  The  rates  paid  by  SHP 
increased  by  22  percent  in  1986  but  its  utilization  rates  were  lowered. 
Therefore,  expenditures  for  SHP  in  1986  were  held  virtually  constant,  despite 
the  large  per  diem  rate  increase. 

Table  7  shows  the  hospital  expenditures  per  member  per  month  (pmrxn)  for 
each  of  the  S/HMOs  for  1985  and  1986  (see  Attachment  A  for  detailed  data) . 
Medicare  Plus  II  had  the  highest  hospital  expenditures  of  $122.51  pmpm,  based 
on  its  ACR  estimates  (Attachment  B) .  Its  hospital  costs  may  be  higher  because 
some  administrative  costs  are  included  in  its  estimates,  since  KP's 
utilization  rates  were  generally  low[6]  and  its  per  day  charges  did  not  appear 
to  explain  its  expenditures. 
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'Table  5 

MEDICARE  HOSPITAL  UITLIZAnTCN 
FOR  S/HMOs  AND  FEDERALLY  QUALIFIED  HMOs  FOR  1986 


Brooklyn 

Elderplan[a] 

Los  Angeles 

SCAN  Health  Plan  (SHP) 

FHP 

United 

PacifiCare 

Minneapolis/St.  Paul 

Seniors  Plus 

Group  Health  Seniors 

Share 

HMO  Minnesota 

PHP 

Med  Centers 

Portland 

Medicare  Plus  II 

Medicare  Plus  (Kaiser-TEFRA) 


Annualized 
Patient 
Days  per 
1,000  Medicare 
Members 


2,533 


Annualized 

Hospital 

Admissions  per 

1,000  Medicare 

Members 


249 


Medicare 
Average 
Length 
of  Stay 


10.2 


2,178 

323 

6.7 

1,435 

211 

6.8 

1,550 

194 

8.0 

1,483 

1,423 

227 

6.3 

1,171 

219 

5.3 

1,321 

220 

6.0 

2,027 

294 

6.9 

1,804 

273 

6.6 

1,501 

250 

6.0 

1,675 

298 

5.6 

1.558 

263 

5.9 

Source:  S/HMO  Demonstration  Projects.  Quarterly  Reports,  1985,  1986; 

Unpublished  data  for  Federally  Qualified  HMOs,  Office  of  Prepaid 
Health  Care,  Health  Care  Financing  Administration,  1987. 


[a]  No  operational  TEFRA  HMO  in  Brooklyn  in  1986. 
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Tnhle  7 

KX!'KNlH",llHKr    I'KR    Ml-MBPH    IV.H    MO,-TH    (PMrw)     FOR    SK!J\CTPn   SERVICES    AT  S/HMO   RITK!    KOI?    1  <IM',    a  Nil    1'»U. 

(  Pt!rf*nt>ifi-»   of    tntxl    cost,    in    pn  r«n  t  h»»si»s^ 

El<it*rpl«!i  K"Mcnr~    Plus    Tl  '.'CAK   !!'•■<  i  t.h    PI  an  :'..rtiior:!    I'l  ur<!  hi 


1  QBri  i  onf,  i  oRf,  ,  Qpr>  i  nnri  i  onr.  i  na--,  f  w> 


T.-t.-tl    Member    Month:,                                  VO'O  1 9,  (.40  PO.OR*  47.  «?'»  C.,704  in.fC'T  ;\H',q  •     ,  71  o 

rrovider    Px  pend  i  tures 

Hospital    PM/PmTcI                                 $82.02  $107.  37  107.25  122.51  $102.56        $104.60  $60.39  771.26 

(12.1)  (23-4)  (40.1)  (42.8)  (19.7)  (26.8)  (14.3)  (24.8) 

Anbulatory   Encounterafdl                   111.18  88.16  90.43  87.85  72.00fdl      79-10  88.27fd]     71.  53 IV 

(16.4)  (19.2)  (33-8)  (30.7)  (13.8)  (20.2)  (21.0)  (24.9) 

Medicare   Nursing    Home   pmpm[el            8.48  7.11  5.02  5-71  12.16  22.79  6.80  3.16 

(1.3)  (1.5)  (1.9)  (2.0)  (2.3)  (5.8)  (1.6)  (1.1) 

Medicare   Home   Health    pmpnfel               4.97  4.39  9-66  10.37  2.15  3-35  4.55  3-58 

(0.7)  (1.0)  (3.6)  (3.6)  (0.4)  (0.9)  (1.1)  (1.2) 

^•hT   Medicare    pmpmffl                              6. 90  5.78  "S.  13  3-45  3-68  1.24  5.18  4.97 

(1.0)  (2.0)  (1.2)  (1.2)  (0.7)  (0.8)  C1.2)  (1.7) 

Chronic    Car*    pmpj  gl                               25. 4*  32.27  21.04  21.04  32.  R7  ^0.09  40.01  29.70 

(t,.S)  (7.0)  (7.9)  (7.4)  (6.3)  (-7-7)  (-l.«i.)  MO. 4) 

Expanded    Care    pmpmrhl                             ^.91  40. RO  19.61  20.46  30.89  ^4.19  10.56  .71.20 

(4.6)  (8.9)  (7.3)  (7.2)  (5-9)  (8-7)  (4.4)  (7.4) 

Case   Management    Staff   PM/PMfil        2^.91  9.92  4.50  4.50  22.2^  15.37  ■**>.  ?7  1.17 

("S.S)  (2.2)  (1.7)  (1.6)  (4.3)  (T.<0  C-?.'.)  (<,.?) 
Administrative   Expenditures 

Marketing    pmpm                                          114.40  52-99  1.78  1.78  112.55  38.69  65.12  40.19 

Administration    prapm[jl 

Capital    4  Other   Costs    pfnpm[k1 

Total    Cost    pnpm[ll 

Source;      S/HMO   Demonstration   Projects,  ftjarterly   Reports,    1985,    1986.      These   data   are   unaudited    and  subject 

to    later   adjustments.      Seniors  Plus   was    reported    on   a   cash    basis,    Elderplan   and    SCAN  Health  Plan 
were   on    an   accrual    basis,    while   Kaiser  hospital,    ambulatory  care   and    other  Medicare   costs   were 
estimates    rather    than   actual    expenditures. 


(16.9) 

(11.5) 

(-7) 

(-6) 

(21.6) 

(9-9) 

(15.5) 

(14.0) 

198.55 

81  .51 

4.81 

8.44 

91  .28 

39-57 

70.72 

25.01 

(29.4) 

(17.8) 

(1.8) 

(2.9) 

(17.5) 

(10.1) 

(16.8) 

(8.7) 

69.37 

28.50 

NA 

NA 

39.26 

20.10 

21.99 

6-95 

(10.3) 

(6.2) 

(7.5) 

(5.D 

(5.2) 

(2.4) 

676.18 

458.87 

267.23 

286.11 

521 .  59 

391.17 

420.87 

286.82 

(100.0) 

(100.0) 

(100.0) 

(100.0) 

(100.0) 

(100.0) 

(100.0) 

(100.0) 

la"!      Kaiser    reported    ACR   costs    for   services   other   than   chronic    care. 

r     i 

I  b.1      Figures    for   Seniors   Plus   are   based    on    the   claims   paid    through   the   end    of  the   year.      Actual    expenditures 
may  be   higher    than    these    figures    reflect   since    not   all    claims   for   a   given   quarter   are    filed    or   paid 
during    that    quarter. 

Hospital    expenditures  include  in-area   emergency  and    out-of-area   services.      For  Seniors  Plus  and   Kaiser 
Pennanente,    outside    referrals  were    included    in    this    figure. 

Includes  medical    referrals  and    ambulatory   encounters.      (For  Seniors   Plus,    referrals  were    not    included 
with   ambulatory   encounter   expenditures.)      SHP  physicians   received    an   additional   $8  pmpm    in    1985   from 
the    risk    reserves   not   shown    in    the   above   figures, 
e       Includes    Medicare   only. 

'  f  1      Durable   medical    equipment. 

■g  Includes  non-Medicare  SNF/ICF,  non-Medicare  home-health,  in-home  services,  and  day  care  services.  For 
Medicare  Plus  II,  the  average  audited  costs  are  shown  for  both  years.  Included  in  the  S21.04  are  the 
estimated    direct   service   claims    of   1985    ($7.24)    and    1986    ($16.14),    plus  addition   chronic    care    costs. 

■h       Includes   dental,    prescription   drugs,   vision,    hearing   aids,   medical    transportation,    and    emergency 
medical    response    system. 

[i'      Average   audited    costs   are    shown   for   Medicare    Plus    II.      These   costs    reached   $6.75   pmpn   by    the   end    of 
1986   for   Medicare    Plus    II. 

•  j1      Includes   all    administrative  costs    including    salaries   and    benefits.      For   Kaiser   Permanent",    beginning   in 
'936.    health    plan   administration   was    identified    as   a   separate   component   of   the   ACR  and    included    in    the 
administration    pmpm   costs.      Capital    costs    are    not   segregated.      The   Medicare    Plus    II   administrative 
costs    reported    were    only    those    for   chronic    care    and    not    for   the    total    plan    in    1985- 

_'<^      Includes    interest,   depreciation,    amortized    start-up   and    rent    for   administrative  and    staff   offices. 
I        "xcludes    risk    reserves. 
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In  1986,  Elderplan  and  SHP  had  similarly  high  hospital  costs  (over  $100 
pmpm)  and  Seniors  Plus  had  the  lowest  hospital  costs  ($71  pmpm) .  Since 
Seniors  Plus  hospital  admission  and  per  diem  rates  were  similar  to  those  of 
the  other  S/HMDs  (except  SHP) ,  its  lower  hospital  expenditures  per  member  were 
primarly  related  to  shorter  lengths  of  stay.  Thus,  the  ability  of  Seniors 
Plus  to  control  days  of  care  and  length  of  stay  represented  an  important 
factor  in  its  having  lower  costs  than  the  other  sites. 

Elderplan  and  SHP  had  higher  hospital  expenditures  than  Seniors  Plus,  but 
for  different  reasons.  While  hospital  admission  rates  were  about  the  same  at 
Elderplan  and  Seniors  Plus,  Elderplan  had  longer  lengths  of  stay  and  178 
percent  more  hospital  days  of  care  per  1,000  enrollees  than  Seniors  Plus  in 
1986.  SHP  had  considerably  higher  hospital  admission  rates  and  higher  payment 
rates  per  day  than  either  Seniors  Plus  or  Elderplan  in  1986.  SHP's  hospital 
utilization  and  reimbursement  rates  were  a  function  of  its  hospital  contract 
and  the  risk-sharing  arrangements  discussed  in  Chapter  2. 

Hospital  utilization  and  reimbursement  rates  increased  in  all  the  S/HM3s 
between  1985  and  1986.   Consequently,  hospital  expenditures  also  increased  at 
each  site  except  at  SHP  which  only  had  a  slight  increase.  Elderplan  showing 
the  greatest  resulting  increase  in  hospital  expenditures  (31  percent)  for  the 
period.  Overall  hospital  expenses  represented  a  high  proportion  of  total 
S/HMD  budget,  ranging  from  23-27  percent  of  the  totals  except  at  Kaiser 
Permanente  where  hospital  expenditures  were  43%  of  its  total  budget  in  1986. 
Controlling  hospital  expenditures  was  a  necessary  condition  to  the  financial 
success  of  the  S/HMOs. 

Ambulatory  Care 

Table  8  shows  data  on  ambulatory  care  medical  encounters  which  aggregates 
all  physician,  physician  specialist,  and  other  professional  services  as  a 
group.  These  data  showed  that  the  two  S/HJOs  sponsored  by  KOs  (Seniors  Plus 
and  Medicare  Plus  II)  had  substantially  lower  encounter  rates  (8,754  and 
10,267)  per  1,000  members  per  year  than  the  other  two  projects.  These 
differences  were  expected  because  of  the  problems  in  establishing  new 
physician  HMD  groups  and  because  both  Elderplan  and  SHP  reported  having  little 
control  over  specialty  physician  referrals.  It  was  not  surprising  that  in 
1986  Elderplan  and  SHP  had  rates  74  and  33  percent  higher,  respectively,  than 
Seniors  Plus.  Both  Elderplan  and  SHP  were  able  to  reduce  ambulatory  care 
utilization  in  1986,  when  SHP's  rates  were  similar  to  Medicare  Plus  II  but 
still  higher  than  Seniors  Plus. 

Table  9  shows  the  comparison  of  ambulatory  care  encounters  of  the  S/HMDs 
with  selected  TEFRA  HtSDs.  These  data  show  that  Elderplan  and  SHP  were  higher 
than  all  others.  Seniors  Plus  had  a  low  rate  of  encounters  compared  with  the 
other  S/HMDs  but  was  the  second  highest  among  the  TEFRA  HMDs  in  its  area. 

Ambulatory  care  expenditures  ranged  between  19  to  31  percent  of  total 
expenditures  for  the  S/HMDs  in  1986.  The  S/HMOs  reported  the  following 
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Table  8 


UTILIZATION  OP   SELECTED  AMBULATORY  AKD  CHROMIC   CARE  SERVICES 

ACROSS  S/HIO  SITES    PER    1,000  MEMBERS   PER   YEAR 

(Figures   In  parentheses  in   the  actual    total    units  of  service  during    that   year) 


Total   Mm  bar  Months 
Medicare   Utilisation 


T5BT 


5,  ?  10 


EUderplan 


198T* 
19,  640 


Medicare   Plus    II 
1965  J9BT" 


SCAN   Health    Plan 


20,085 


47,825 


T9BT~ 
6,704 


195(5 
19.827 


Seniors    Plus 
"T9B5 


2.859 


Medicare   Durable  Medical    Equipment 
(Pieces) 

Chronic   Pare   utilization 

Ci.racle   Care  SJtVICP  Days 

Chronic   Care  Hoae  Health   Visits  [d] 

Chronic    Care   Respite,   Haaeaatoer 

Hoae  Aide  and    Chore  Ssura 
>.r  Care  Center  Lays 


199 

(86) 

273 

(T21)[g] 

40,  165 


NA 


835 

(1,?66) 

78 

(128)[g.hJ 

21,15* 


6C9 
(1.019) 

HA 
4,  151 


1,  '98 

(5,571) 

98 

(392) 

7,557 


1,»67 

(S3D 

199 

(111) 

11. ?16 


(17.773)         C34,622)[g]     (6,947) 

ISlfJl  224[J]  137 

(67)[k]         066)fk]  (230) 


(30,  H9)[l]      (6,322) 


187 
(747) 


254 
042) 


Other   Expanded    Care    utilisation 

Dental    Office   Visits 

Outpatient    Prescriptions 

Optoaetry  and    Audlology  Visits 

Eyeglasses,    Hearing   Aids,  and 

Durable  Medical    Etjulpaent   (Pieces) 

Emergency   Response    System   {Months) 
Medical    Transportation   (Round    Trips) 


1.83* 

(3. 03D 

70 

(115) 

15.  ?86 

(25,421) 

649 

(1,073) 


443 

257 

- 

- 

- 

- 

(196) 

(420) 

NA 

NA 

NA 

NA 

15,060 

18,172 

13,912 

15,660 

19,434 

20.686 

(6,664) 

(29,742) 

(23,286) 

(62,412) 

(10,857) 

(34,  179) 

1,  191 

645 

- 

- 

- 

- 

(527) 

(1,056) 

NA 

NA 

NA 

NA 

585 

297 

609 

408 

809 

686 

(259) 

(486) 

(1,020) 

(1,627) 

(452) 

(1.133) 

41 

24 

_ 

_ 

20 

33 

(18) 

(39) 

M 

NA 

(11) 

(55) 

2,235, 

2,  162 

39 

75 

109 

571 

(989)[kJ 

(359  )[k] 

(66) 

(298) 

(61) 

i9*3) 

HA 


2,565 
(611) 

609 
(145) 
17,377 
(4.  140) 
2,518 
(600) 


1,780 
(424) 

HA 
2,019 
(481) 

NA 


T9B6 


15.719 


Aabulatory   Encounters  and 

17,333 

15,262 

10,286 

10, 267 

16,  151 

11,674 

8,970 

8,754 

Medical    ftef«rmlefa] 

(7,670) 

(24,978) 

(17,217)[b] 

(40,9'9)[b) 

(19,477) 

(33,574) 

(2. 137) 

(11,467) 

Medicare   SHP    lays 

199 

445 

448 

557 

550 

1,246 

432 

321 

(88) 

(728) 

(750)[c] 

(2,219)[c) 

(307) 

(1,939) 

(103) 

(421) 

Medicare  Hoae  Health  Visits  [d] 

479 

1,077 

1,375 

1,918 

700 

595 

1.234 

760 

(212) 

(1,763) 

(2,301)[e] 

(7,642)[f] 

(39D 

(983) 

(294) 

(995) 

1.793 

(2.349) 

586 

(768) 

12,871 

(16,860) 

1,162 

(1.522) 


1,  134 
(1,485) 

NA 

1,70; 

(2. 230 

NA 


71 

73 

(17) 

(96) 

40 

79? 

(200) 

(1,047) 

Source  : 


[a] 


[b] 
to) 
[d] 
Ce] 

[f] 

f«] 
Ch] 

:« 

k] 


S/HiO  Demonstration    Projects.      Quarterly   Reports,    1985,    1986.      Notei      these  are  unaudited   data, 
submitted   when    these    reports   were   prepared,   so   figures  say  be  adjusted    later. 


Not  all   claims  were 


Aabulatory  encounters  are    face-to-face  contacts   between  s  S/HMO  member  and   a  provider  of  health  care  services.      It    inclulee 

medical,  dental,  optoaetric,   pediatric,  aental   health,  and  audiologic   encounters  and   encounters  with  nur«e   practitioners  an 

physician  assistants   that  are  not  Incident  to  seeing  a  physician.     Medical    referrals  include  services  prtrvided   by  medical 

specialists   outside  of  the  S/ HMO  and   authorised   by  the   S/HH0. 

Includes  all    physician   visits  and   mental    health  visits.      Nonphyslclan  visits  are  also    included. 

Total    census  days    in   skilled   nursing   facilities. 

Inclulee  nursing  and    therapist  hoae  health  visits. 

Inclulee  all   hoae  health  viaits  (e.g.,  by  a  registered   nurse,   physical    therapist,  occupational    therapist,  speech  therapist, 

social   worker  and    hospice  visits,  but   not   ¥o«e  taealtti  aids. 

Inclulee  all   hoae  health  visits   by  registered   aurasa  and    07  physical,  occupational,  and   speech   therapists,   hospice  and    home 

health  aid   visits. 

Elderplan  reported  a  total   of   385  private  duty  nursing   hours  during   1985,.  and  2,320  hours  during   1986. 

Elderplan  did   not   report  any   totals  for  chronic   care  nursing  )ue  health,   i-li^te,  4uEi.i»j  Jul*  «el  August  of    1986. 

Kaiser   reported   a   total    of    1,74  1  home  health  aide  visits  and    363  homanaker   visit*  la  T986. 

Includes   social   day  care   and   day   treatment   center  days. 

Includes   ambulance,  aabulette  (i.e.,   invalid   coach),  and    private  car  service  (with  or  without   assistance). 
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Table  9 

COMPARISON  OF  AMBULATORY  CARE  AND  SKILLED  NURSING  CARE  UTILIZATION 
BY  S/HMOs  AND  SELECTED  FEDERALLY  QUALIFIED  HMOs  FOR  1986 


Annualized  Total 
Ambulatory 
Encounters  Per 
1,000  Medicare 

Members 


Annualized  Medicare 
SNF  Days  Per  1,000 

Members 


Brooklyn 

Elderplan 

Los  Angeles 

SCAN  Health  Plan  (SHP) 

FHP 

Maxicare 

PacifiCare 

Minneapolis/St.  Paul 

Seniors  Plus 

Group  Health  Seniors 

Share 

HMO  Minnesota 

PHP 

Med  Centers 

Portland 

Medicare  Plus  II 


15,262 


11,674 

9,700 

13,100 

11,000 


8,754 

7,800 
8,600 
5,800 
9,500 


10,267 


445 


1,246 
831 


321 

98 

200 

154 


557 


Source:  S/HMO  Demonstration  Projects.  Quarterly  Reports,  1985,  1986; 
Unpublished  data,  Office  of  Prepaid  Health  Care,  Health  Care 
Financing  Administration,  1987. 
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ambulatory  care  expenditures  in  1986:  Elderplan,  $88  pmpm;  Medicare  Plus  II, 
$88  pmpra;  SHP,  $79  pmpm;  and  Seniors  Plus,  $72  pmpm  (see  Table  7) .  Elderplan 
had  budgeted  its  ambulatory  costs  at  $90  pmpra  and  SHP  had  budgeted  its  costs 
at  $85  pmpm  and  were  able  to  keep  their  expenditures  within  their  budget 
allocation.  While  Elderplan  and  SHP  were  able  to  control  costs  within  their 
budget,  both  planned  to  give  more  attention  to  controlling  their  physician 
utilization  in  the  future,  especially  their  specialty  referrals,  as  discussed 
in  Chapter  2.  All  the  S/HMOs  were  able  to  reduce  their  ambulatory 
expenditures  somewhat  between  1985  and  1986  except  SHP  whose  expenditures 
remained  the  same.  Seniors  Plus'  expenditures  were  lower  than  the  other 
demonstrations  sites  and  its  number  of  encounters  were  significantly  lower. 

Chronic  and  Expanded  Care 

Chronic  care  utilization  and  expenditures  for  the  sites  included  services 
that  were  Medicare-covered  and  non-ifedicare-covered.  This  section  examines 
four  types  of  utilization  and  expenditure  categories.  Medicare-covered  post 
hospital  services  includes  skilled  nursing  home,  home  health  and  hospice,  and 
durable  medical  equipment.  These  services  were  entitlements  for  all  S/Hf-K) 
members,  with  no  eligiblity  requirements.  Non-Medicare  expanded  care  (or 
supplementary  benefits)  services  include:  vision,  dental,  physical  exams,  and 
outpatient  pharmacy  services.  These  services  were  also  available  to  S/HMO 
members  without  eligibility  restrictions,  although  benefit  restrictions  and 
copayments  varied  across  sites.   Non-Medicare-covered  chronic  care  services 
include:  skilled  nursing,  intermediate  care,  heme  health,  homemaker,  respite, 
residential  care,  transportation,  meals,  day  health.  These  services  were 
provided  to  individuals  that  met  different  specific  criteria  of  moderate  to 
severe  impairment  levels  established  by  each  site.  Each  site  was  also  allowed 
to  establish  different  dollar  limits  on  total  chronic  care  benefits,  so  that 
clients  (or  Medicaid)  paid  for  benefits  expended  beyond  this  level.  This 
limited  the  total  financial  liability  of  the  S/HMOs  for  services  to  each 
individual  member .  And  the  final  non-Medicare  covered  service  was  case 
management  provided  to  those  members  who  met  S/HMO-established  criteria  of 
moderate  to  severe  impairment  levels,  which  also  varied  by  site. 

In  addition  to  establishing  its  own  eligibility  criteria,  each  site  was 
required  by  HCFA  to  limit  its  initial  S/HMO  membership  to  no  more  than  5 
percent  who  were  severely  disabled  using  the  nursing  home  certification 
criteria.  The  following  percentages  of  total  members  were  reported  by  the 
S/HMOs  to  be  receiving  chronic  care  services:  Elderplan,  2.9  percent; 
Medicare  Plus  II,  4.9  percent;  SCAN  Health  Plan,  12.1  percent;  and  Seniors 
Plus,  11.0  percent  in  1986.  Chapter  6  describes  the  disability  criteria  in 
detail.  With  substantially  higher  proportions  of  members  classified  as 
eligible  for  long  term  care  services,  SHP  and  Seniors  Plus  would  be  expected 
to  have  higher  chronic  and  expanded  care  utilization  and  expenditure  rates 
than  Elderplan  and  Medicare  Plus  H. 

Medicare  Skilled  Nursing  Home  and  Home  Health  Care  Services.  Table  8 
shows  the  Medicare  skilled  nursing  service  utilization.  In  1986,  all  sites 
had  somewhat  similar  Medicare  skilled  nursing  utilization  rates  (from  321-557 
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days  per  1,000  member  x  .ars)  except  for  SHP,  which  had  1,246  days.  SKP  has  a 
388  percent  higher  utilization  rate  than  Seniors  Plus,  even  though  the 
proportion  of  severely  disabled  members  were  similar  for  the  two  S/HMOs. 

Table  9  compares  the  Medicare  SNF  days  per  1,000  members  for  each  of  the 
sites  with  those  of  other  TEFRA  HMOs.  In  comparison  with  other  TEFRA  HMOs, 
SHP  has  an  unusually  high  Medicare  nursing  home  utilization  rate,  and  was  45 
percent  higher  rate  than  FHP  in  its  area.   All  other  S/HMOs  showed  a  slightly 
higher  rate  for  Medicare  nursing  home  utilization  than  other  TEFRA  HMOs,  with 
the  exception  of  FHP  in  Los  Angeles.  This  suggests  that  the  S/HMOs  may  have 
been  maximizing  Medicare  nursing  home  utilization  as  a  substitute  for 
non-Medicare  chronic  care  nursing  home  or  home  health  services,  and/or  that 
their  membership  was  more  impaired  than  that  of  the  TEFRA  HMOs.  Data 
presented  in  Chapter  5  shows  that  the  S/HMO  members  generally  had  slightly 
higher  impairment  levels  than  the  TEFRA  HMO  members. 

Medicare  nursing  home  expenditures  were  highest  at  SHP,  $23  pmpm  in  1986, 
or  about  3-7  times  higher  than  at  the  other  sites  (see  Table  7) .  In  contrast, 
in  1986,  Seniors  Plus  Medicare  nursing  home  care  expenditures  were  $3  pmpm, 
Medicare  Plus  II  was  $6  pmpm,  and  Elderplan1 s  was  $7  pmpm.  SHP  was  expected 
to  have  higher  expenditures  because  its  Medicare  nursing  home  days  of  care  per 
member  were  2-3  times  higher  than  any  other  site.   Rates  also  appeared  to  be 
a  factor  in  the  skilled  nursing  costs  at  SHP.  Table  6  shows  that  SHP  paid  up 
to  $210  per  day  including  ancillaries  compared  to  $165  at  Elderplan  and  $105 
to  $110  at  Medicare  Plus  II  and  Seniors  Plus  (see  Table  6) . 

In  comparing  the  utilization  of  Medicare-covered  home  health  care,  Table 
8  shows  important  differences  across  sites.  SHP  had  the  lowest  utilization  of 
Medicare  home-health  care  visits  of  all  the  sites  (595  visits  per  1,000  member 
years  compared  to  760-1,918  visits  at  the  other  sites  in  1986) .   SHP  may  have 
been  substituting  nursing  home  services  for  home  health  care,  while  Elderplan 
may  have  used  the  reverse  strategy.  The  lower  utilization  of  home  health  and 
higher  utilization  of  nursing  home  services  at  SHP  than  at  the  other  sites  may 
be  related  to  corporate  sponsorship  by  St.  Mary  Medical  Center  with  its  own 
nursing  home,  its  financial  risk-sharing  arrangements  with  St.  Mary,  and  weak 
utilization  control  over  nursing  home  services  (see  Chapter  2  discussion) . 
Medicare  Plus  II  reported  three  times  higher  home  health  rates  (including 
hospice  visits)  and  also  may  have  used  these  as  substitutes  for  Medicare 
nursing  home  visits  since  it  also  had  moderately  low  nursing  home  utilization 
in  comparison  to  other  HMOs.  These  utilization  patterns  will  be  studied  in 
greater  depth  in  future  evaluation  papers. 

Chronic  Care  Services.  Chronic  care  utilization  rates  and  patterns 
varied  substantially  across  sites.  These  differences  were  attributable  in 
part  to  differences  in  S/HMO  site  eligibility  criteria  for  services,  in 
severity  of  illness  levels,  and  in  copayments  and  benefits.  Other  factors  may 
have  been  physician  and  case  management  practice  pattern  differences. 

A  comparison  of  non-Medicare-covered  chronic  care  nursing  service 
utilization  across  the  four  sites  revealed  differences  in  utilization 
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patterns.  In  1986,  SHP  and  Seniors  Plus  chronic  care  nursing  home  utilization 
rates  were  1,834-1,793  days  per  1,000  member  years  compared  to  835  days  at 
Elderplan  and  1,398  at  Medicare  Plus  II.  SHP's  and  Seniors  Plus  chronic  care 
nursing  home  utilization  were  expected  to  be  higher  since  both  plans  had 
higher  rates  of  members  eligible  for  receiving  long  term  care  services  than 
Elderplan  and  Medicare  Plus  II. 

Elderplan  provided  more  chronic  care  respite,  personal  care,  home  aide 
and  chore  hours  than  any  other  site  (see  Table  8) .  In  1986,  Elderplan 
utilized  a  21,154  hours  of  such  services  per  1000  members  per  year.  SHP 
utilized  15,386  hours  per  1,000  members  per  year.  Seniors  Plus  and  Medicare 
Plus  II  only  used  about  half  as  many  services  as  Elderplan  (12,871  and  7,557 
hours  respectively) .  In  part,  the  high  utilization  may  be  doc  to  Elderplan' s 
emphasis  on  ccmmunity-based  long  term  care  and  also  the  fact  that  the  New  York 
Medicaid  program  had  traditionally  given  more  home-health  care  than  any  other 
state.  Since  Elderplan 's  personal  care  service  utilization  rate  was 
substantially  higher  and  its  nursing  home  utilization  for  chronic  care  was 
lower  than  any  other  site,  Elderplan  may  have  been  substituting  in-home 
services  for  chronic  nursing  home  care  utilization. 

Chronic  care  services  represented  between  7-10  percent  of  the  total  S/HMO 
expenditures  at  all  the  sites  (except  KP) .  Expenditures  for  chronic  care 
(including  SNF/ICF,  in-home  chronic  care,  hcmemaker,  personal  care,  and  other 
services  not  covered  by  Medicare)  were  similar  across  sites:  in  1986,  Seniors 
Plus  was  $30  pmpm,  SHP  was  $30,  Elderplan  was  $32,  except  for  Medicare  Plus  II 
which  was  $21  (see  Table  7) .  KP  may  have  achieved  seme  economies  from 
spreading  its  costs  across  a  larger  membership.  KP,  as  noted  earlier,  also 
had  a  lower  percentage  of  its  members  (4.9%)  eligible  for  chronic  care,  except 
for  Elderplan. 

Average  expenditures  for  chronic  care  services  were  expected  to  decline 
during  the  second  year  of  operation  as  the  S/HMOs  gained  more  experience  and 
their  systems  became  more  established,  but  this  did  not  always  occur.  Seniors 
Plus  decreased  its  chronic  care  expenditures  by  26  percent  between  1985  and 
1986.  SHP  reduced  its  expenditures  by  8.5%.  Elderplan  increased  its  chronic 
care  expenditures  by  27  percent  while  Medicare  Plus  II  remained  the  same. 

Medicare  Plus  II  developed  a  budget  for  its  chronic  and  expanded  care 
services.  [7]  While  its  audited  costs  were  $21  pmpm,  Medicare  Plus  II 
authorized  monthly  expenditures  for  chronic  and  expanded  care  rose  from  $8.74 
pmpm  in  April  1985  to  $9.14  pmpm  in  Janaury  1986  and  to  $19.92  in  August  1986 
(i.e.,  it  doubled  during  the  18-month  period) .  By  projecting  the  same  rate 
increase  for  1987,  Medicare  Plus  II  estimated  that  its  revenues  would  not  be 
adequate  to  cover  costs  during  the  last  year  of  the  demonstration.  Medicare 
Plus  II  argued  its  chronic  care  costs  increased  significantly  between  1985  and 
1986  because  its  enrollees  became  older  and  more  frail.  Since  Medicare  Plus 
II  reached  its  enrollment  capacity  for  the  demonstration  during  the  first  18 
months,  new  enrollees  were  not  being  added  to  spread  the  risk  of  illness 
across  a  broad  group. 
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Expanded  Care  Services.  Table  8  shews  the  utilization  of  expanded  care 
(supplemental  benefits) .  In  1986,  Elderplan  reported  a  rate  four  times  lower 
for  dental  visits  than  Seniors  Plus,  while  SHP  was  not  able  to  report  its 
data.  In  1986,  utilization  rates  for  prescriptions  were  about  one-third  lower 
at  Medicare  Plus  II  than  at  Elderplan  and  SHP.  Elderplan  reported  one-third 
the  rate  of  optometry  and  audiology  visits  that  Seniors  Plus  had.  For  eye 
glasses,  hearing  aids,  and  durable  medical  equipment,  Elderplan  had  lower  use 
of  services  than  SHP  in  1986.  Elderplan  utilization  rates  for  medical 
transportation  services  were  substantially  higher  than  those  of  SHP  and 
Seniors  Plus. 

Expanded  care  expenditures  represented  about  7  to  9  percent  of  total 
S/HMO  expenditures  at  all  sites  in  1986  (see  Table  7) .  Seniors  Plus  and 
Medicare  Plus  II  expended  care  expenditures  ($21  pmpm)  were  lower  than  the  $34 
at  SHP  and  $41  at  Elderplan. 

Elderplan  and  SHP  were  less  able  to  control  their  costs  for  such  services 
than  Seniors  Plus  and  Kaiser,  primarily  because  of  higher  utilization  rates. 
The  reasons  for  these  higher  levels  may  be  (1)  the  problems  associated  with 
establishing  and  managing  new  HMOs  and  (2)  the  sponsorship  by  long  term  care 
organizations,  which  gave  a  heavy  service  emphasis  to  long  term  care  service 
delivery.  Impairment  levels  also  did  not  appear  to  explain  the  differences  in 
expenditure  rates  across  sites  because  Seniors  Plus  members  reported  an 
impairment  level  as  high  as  that  at  SHP,  and  both  were  higher  than  at 
Elderplan  members,  with  its  highest  expenditure  rate  for  expanded  care.  These 
data  suggest  that  the  Elderplan  needed  greater  controls  on  its  expanded  care 
service  utilization. 

Case  Management  Staff.  Case  management  staff  costs  represented  a  small 
portion  of  overall  expenditures  ranging  from  2  to  4  percent  in  1986  (about 
$4.50-15  pmpm)  (see  Table  7) .  The  variations  can  be  explained  in  part  by  the 
differences  in  eligibility  for  service  and  benefit  levels.  The  sites  also 
varied  considerably  with  respect  to  administrative,  clerical,  and  other 
support  staff  time  allocated  to  cas^e  management  costs.  In  addition,  at  the 
two  S/HMOs  sponsored  by  HMOs,  the  case  management  costs  did  not  include  those 
services  associated  with  utilization  review  and  discharge  planning  performed 
for  S/HMO  clients  by  HMO  personnel  (see  Chapter  6  for  full  discussion) . 

The  Medicare  Plus  II  average  audited  costs  for  case  management  ($4.50 
pmpm)  were  one-half  of  the  costs  at  the  other  sites.  While  Medicare  Plus  II 
had  a  lower  rate  of  individuals  receiving  chronic  care  services  than  other 
sites  except  Elderplan  and  did  not  include  all  the  costs  of  discharge  planning 
and  utilization  review  (see  Chapter  6) ,  its  lower  case  management  costs 
suggest  that  some  economies  of  scale  may  have  been  achieved  with  larger 
enrollments.  Seniors  Plus,  with  an  established  HMO  sponsor,  had  somewhat 
higher  costs  than  Medicare  Plus  II,  but  a  higher  proportion  of  its  membership 
was  provided  with  case  management  services  —  19.2  percent  compared  to  8.5 
percent  at  Medicare  Plus  II  in  1986  (see  Chapter  6) . 

SHP  had  the  highest  case  management  costs  ($15.37  pmpm)  but  provided  case 
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management  to  a  high  proportion  of  its  members  (20  percent)  and  included 
discharge  planning  and  utilization  review  staff  in  its  budget.  Elderplan  had 
costs  of  $9.92  pmpm  but  only  provided  5.5  percent  of  its  members  with  case 
management  services.  Elderplan  did  include  discharge  planning  and  utilization 
review  in  its  costs  but  this  probably  would  not  explain  its  high  costs 
relative  to  the  proportion  of  members  served  (see  Chapter  6) . 

At  all  sites  except  Medicare  Plus  II,  case  management  expenditures 
declined  between  1985  and  1986:  Elderplan  by  59  percent  (pmpm) ;  Seniors  Plus 
by  77  percent;  and  SHP  by  31  percent.  This  reduction  in  cost  was  expected  as 
the  sites  became  more  experienced  and  the  initial  intake  process  was 
completed. 

ADMINISTRATIVE  EXPENDITURES 

Observers  of  the  HMD  industry  concur  that  low  administrative  expense  as  a 
percent  of  revenue  contributes  to  plan  success  (Loft,  1981;  Jurgovan  and 
Blair,  1979) .  Table  7  shows  marketing,  administrative,  and  other  related 
expenditures  for  each  of  the  sites,  although  Medicare  Plus  II  only  reported 
administrative  costs  for  chronic  care.  Marketing  expenditures  varied 
substantially  across  the  sites  but  represented  about  10  to  14  percent  of  the 
total  budget  at  all  sites  except  Medicare  Plus  II.  Seniors  Plus  and  SHP 
expenditures  were  $39-40  pmpm  in  1986  compared  to  $53  pmpm  for  Elderplan. 
Medicare  Plus  II  had  significantly  lower  marketing  expenses  than  the  other 
sites  ($2  pmpm  in  1985  and  1986) ,  since  it  was  able  to  meet  its  enrollment 
targets  with  a  minimal  marketing  effort  (see  discussion  in  Chapter  4) . 

Administrative  expenditures,  excluding  marketing  costs,  varied 
significantly  across  sites  (see  Table  7) .  These  differences  were  expected 
because  the  established  HMD's  sponsors  were  able  to  utilize  administrative 
resources  from  their  existing  organization  for  the  S/HMO  projects,  whereas 
Elderplan  and  SHP  had  to  establish  new  administrative  structures  for  all  S/HMO 
operations. 

Elderplan  administrative  expenditures  were  the  highest  (about  $199  pmpm 
for  1985  and  $82  for  1986) .  Seniors  Plus  and  SHP  were  able  to  make 
substantial  reductions  (65%  and  57%,  respectively)  between  1985  and  1986,  and 
both  had  lower  costs  than  Elderplan  by  50  to  75  percent  ($25  and  $40  pmpm, 
respectively)  for  1986  (see  Table  7) .  As  expected,  Medicare  Plus  II 
administrative  expenditures,  reported  for  chronic  care  and  case  management 
activities  only,  were  low  ($8  pmpm  in  1986) .  Elderplan  reported  spending  18 
percent  of  its  total  budget  on  administration,  excluding  marketing  costs, 
compared  to  10  percent  at  SCAN  and  9  percent  at  Seniors  Plus. 

Table  10  shows  a  comparison  of  the  total  administrative  expenditures 
(including  marketing  costs)  as  a  percentage  of  the  total  expenses  for  the  four 
S/HMOs  with  selected  TEFRA  HMOs  in  1986.  Elderplan  had  the  highest 
administrative  expenses  (36  percent)  of  any  S/HMO  or  comparison  TEFRA  HMO  in 
1986.  Its  high  costs  were  in  part  related  to  high  administrative  personnel 
levels  for  direct  administration  and  for  indirect  administrative  costs 
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Table  10 

AOmfLSTRATION  EXPENSES  [a]  AS  A  PERCENTAGE  OF  TOTAL 
EXPENSES  FOR  S/HMDs  AND  SELECTED  FEDERALLY  QUALIFIED  HMDS,  1986 

Percentage 
Brooklyn 

Elderplan  35.5 

Los  Angeles 

SCAN  Health  Plan  (SHP)                    25.1 

FHP  23.9 

Maxicare  11.2 

PacifiCare  11.8 

Minneapolis/St.  Paul 

Seniors  Plus  25.2 

Share  11.1 

HMO  Minnesota  13.8 

PHP  13.3 

Med  Centers  11.8 

Portland 

Medicare  Plus  II  3.5[b] 

Medicare  Plus  (TEFRA  HMD)  4.6 

Source:  S/HMD  Demonstration  Projects.  Quarterly  Reports,  1985,  1986; 
Unpublished  data,  Office  of  Prepaid  Health  Care,  Health  Care 
Financing  Administration,  1987. 

[a]  Figures  included  compensation,  marketing,  capital  costs,  interest, 
depreciation,  amortization,  rent,  and  other  costs. 

[b]  Kaiser's  administrative  costs  were  only  for  the  chronic  care  services  and 
excluded  administrative  costs  for  acute  and  ambulatory  care. 
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associated  with  its  physician  group,   GMA  (see  Chapter  2  for  staffing  levels 
across  sites) .  For  SHP  and  Seniors  Plus,  the  adminstrative  costs  were  25 
percent  of  the  total,  which  was  also  significantly  higher  than  for  other  TEFRA 
HMDS,  except  for  FHP.  All  the  sites  except  Kaiser  had  problems  with  marketing 
and  therefore  had  higher  marketing  costs  than  anticipated. 

While  high  administrative  costs  were  expected  for  starting  a  new  HMO  at 
Elderplan  and  SHP,  the  high  costs  were  not  expected  at  Seniors  Plus,  with  an 
established  HMD  sponsor.  Seniors  Plus'  high  total  administrative  costs  were 
primarily  related  to  its  marketing  costs  (14  percent  of  the  total  plan  costs) . 
The  high  administrative  costs  for  all  the  S/HMOs  (except  Kaiser)  may  also  have 
been  related  to  HCFA's  assumption  of  the  major  portion  of  the  initial 
financial  risk. 

It  should  also  be  noted  that  same  administrative  costs  were  incurred  by 
the  sites  relative  to  collecting  data  and  meeting  the  requirements  for  the 
demonstration  project.  Costs  for  such  activities  were  not  available  for  this 
report. 

DIFFERENCES  IN  EXPENDITURE  PATTERNS  AND  TOTAL  EXPENDITURES 

Not  only  did  the  S/HMOs  have  substantial  differences  in  expenditure 
patterns  for  acute  and  ambulatory  care,  but  also  for  chronic  and  expanded  care 
services.  When  all  the  S/HMO  chronic,  expanded  care,  and  case  management 
service  expenditures  were  combined,  the  following  differences  were  shown  for 
1986:  Medicare  Plus  II,  $46.00;  Seniors  Plus,  $60.15;  SHP,  $79.65;  and 
Elderplan,  $87.08.  Thus,  Elderplan  had  significantly  higher  expenditures  than 
Medicare  Plus  II  and  Seniors  Plus  for  its  S/HMO  benefits.  As  noted  above, 
these  differences  cannot  be  explained  by  differences  in  level  of  disability 
since  both  Elderplan  and  Medicare  Plus  II  had  lower  levels  of  individuals 
receiving  chronic  care  services  than  the  other  two  sites.  Both  the  S/HMOs 
sponsored  by  established  HMOs  were  able  to  achieve  substantial  savings  an 
their  chronic  and  expanded  care  benefits  over  that  of  Elderplan  and  SHP. 

The  S/HMDs  had  hoped  that  reductions  in  utilization  and  expenditures  on 
acute  care  services  could  be  utilized  to  expand  long  term  care  benefits  for 
its  members.  KP  Medicare  Plus  II  had  higher  acute  care  expenditures  and 
similar  ambulatory  care  expenditures.  Medicare  Plus  II  had  the  lowest 
expenditures  for  chronic  and  expanded  care  services.  Medicare  Plus  H  did, 
however,  have  lower  percentages  of  its  membership  eligible  for  chronic  care 
services  than  the  other  S/HMOs  except  for  Elderplan.  Medicare  Plus  II' s  rapid 
increase  in  expanded  and  chronic  care  expenditures  at  the  end  of  the  second 
year,  however,  created  concern  whether  it  could  continue  to  provide  the  level 
of  S/HMO  benefits  planned  during  the  remainder  of  the  demonstration. 

Seniors  Plus,  sponsored  by  an  established  HMO,  was  the  most  successful  of 
the  S/HMOs  in  controlling  its  hospital  utilization  and  expenditures.  Its 
ambulatory  care  expenditures  were  also  lower  than  the  new  HMOs  (Elderplan  and 
SHP) .  It  was  able  to  keep  its  chronic  and  expanded  care  costs  at  a  levels 
well  below  Elderplan  and  SHP,  in  spite  of  its  relatively  high  proportion  of 
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severely  disabled  members. 

Elderplan  and  SHP  were  able  to  keep  their  total  service  expenditures 
generally  within  their  budgeted  levels.   Their  expenditures  were 
substantially  higher  for  acute  services,  as  well  as  for  total  chronic, 
expanded  care,  and  case  management  services.   As  new  HMOs,  Elderplan  and  SHP 
had  to  place  their  major  emphasis  on  controlling  all  their  service  delivery 
costs,  and  were  not  able  to  consider  savings  from  selected  services  which 
could  be  used  to  cover  chronic  and  expanded  care  costs  during  the  first  24 
months  of  the  demonstration. 

Total  average  expenditures  (including  financial  reserves)  also  varied 
substantially  across  sites,  ranging  in  1986  from  $286  pmpm  at  Medicare  Plus  II 
and  Seniors  Plus  to  $413  at  SHP  and  $464  at  Elderplan  (see  Table  11) .  Between 
1985  and  1986,  average  expenditures  per  member  declined  by  about  25-32  percent 
at  all  the  sites  except  Medicare  Plus  II  which  had  a  7%  increase.  The  decline 
at  three  sites  was  caused  in  part  by  decreased  marketing  and  administrative 
expenditures  at  both  sites.  Elderplan  also  decreased  its  overall  average 
expenditures  in  spite  of  its  increases  in  expenditures  for  hospital  and 
chronic  care  costs  by  reducing  administrative  and  other  costs.  Seniors  Plus 
was  able  to  keep  its  average  expenditures  per  member  at  a  low  level  in  spite 
of  its  low  enrollment,  and  showed  a  reduction  in  expenditures  by  lowering  its 
administrative,  as  well  as  service  expenditures. 

FINANCIAL  MANAGEMENT  ISSUES  RELATED  TC  S/HMO  APONISTRATION 

Special  financial  management  problems  occurred  at  the  S/HMO  sites  during 
the  first  two  years.  Medicare  Plus  II  administrative  costs  were  low,  in  part, 
because  only  those  services  unique  to  the  S/HMO  were  reimbursed  and 
a<±ninistered  by  the  Medicare  Plus  II  demonstration  project.  Medicare  Plus  II 
marketing,  membership  services,  and  administration  were  all  provided  by  KFHP 
staff  rather  than  by  S/HMO  project  staff.  A  small  overhead  rate  was  estimated 
for  the  time  and  cost  of  such  services  provided  to  S/HMO  members.  The  S/HMO 
project  had  a  policy  to  maximize  the  use  of  regular  Kaiser  services  for  its 
members  and  to  keep  the  charges  to  the  S/HMO  demonstration  low.  Kaiser 
Permanente  Northwest  admitted  that  it  had  no  way  of  tracking  the  actual  costs 
of  services  provided  to  S/HMO  members  and  that  the  charges  to  the  S/HMO 
project  were  understated.  [8]  Kaiser  Permanente  Northwest  was  unable  to  report 
actual  aggregate  costs  for  Medicare  covered  services,  and  its  S/HMO 
expenditure  reports  were  estimated  on  the  basis  of  project  authorizations 
rather  than  on  actual  bills.   HCFA  auditors  reported  that  the  only  way  to 
determine  Medicare  Plus  II  revenue  was  to  estimate  revenues  by  determining  the 
extra  5  percent  paid  by  HCFA  above  the  AAPCC  and  the  additional  premiums  less 
the  estimated  copayments. [9] 

Seniors  Plus,  as  a  large  HMO,  had  same  of  the  same  problems  that  Kaiser 
had  in  tracking  and  reporting  its  expenditure  data.  A  1986  HCFA  audit  found 
that  the  accounting  records  for  Seniors  Plus  were  in  good  order  with  a  clear 
audit  trail,  but  the  S/HMO  was  using  a  cash  accounting  system,  not  claiming 
expenditures  until  billed.  HCFA  recommended  that  Seniors  Plus  adopt  a  full 
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accrual  basis  of  accounting  for  reporting  costs  and  revenues,  but  this  was  not 
accomplished  until  October  1987.  Seniors  Plus  expenditures  were  also  based  on 
estimates  of  the  total  portion  of  GHI  costs  in  areas  such  as  physician, 
clinic,  and  support  services.  Since  Seniors  Plus  was  one  of  many  projects 
that  shared  common  costs  with  GHI,  GHI  developed  its  own  methodology  for 
allocating  costs.  [10]  In  July  1987,  Seniors  Plus  had  not  yet  claimed  same 
general  administrative  costs  from  GHI  services  for  selected  services  such  as 
claims  processing  and  enrollment  services. 

As  noted  in  Chapter  2,  all  the  S/HMOs  had  complex  financial  relationships 
with  their  partners/sponsors.  Under  Federal  regulation,  costs  provided  by 
related  organizations  must  not  exceed  the  price  of  the  comparable  services, 
facilities,  or  supplies  that  could  be  purchased  elsewhere  (42  CFR  405.427(a)). 
The  HCFA  audit  for  Seniors  Plus  did  not  identify  any  problems  in  this  area, 
but  both  Elderplan  and  SHP  were  found  to  have  problems  with  financial  charges 
during  their  first  HCFA  audit  review.  Since  Elderplan  was  directly  related  to 
MJGC  and  its  subsidiaries  and  to  GMA,  certain  charges  were  not  allowed  by 
HCFA. [11] 

HCFA  also  considered  same  of  the  financial  payments  made  by  SHP  to  SCAN, 
its  parent  corporation,  to  be  in  violation  of  the  "related  party1'  regulations. 
SCAN  records  were  found  by  HCFA  and  state  auditors  to  be  inadequate  to  support 
certain  personnel  and  administrative  overhead  charges.  Since  SHP  also 
employed  an  administrative  staff,  it  was  not  clear  what  unique  adrninistrative 
services  were  being  performed  by  SCAN.  [11]  Because  of  difficulties  with  the 
management  services  agreement,  SHP  modified  its  a  management  agreement  with 
SCAN  in  1986  and  1987,  to  eliminate  indirect  costs  and  certain  personnel 
costs.  SHP  was  also  found  to  be  out  of  compliance  with  the  state  requirement 
that  general  and  administrative  expenses  should  not  exceed  the  ratio  of  25 
percent  of  plan  revenues. 

REVENUE  SOURCES 

Table  12  shows  the  overall  revenue  generated  by  the  S/HMOs  was  $39 
million  for  1985  and  1986.  Kaiser  had  the  highest  revenues,  $5.1  million  in 

1985  and  $13  million  in  1986,  reflecting  its  higher  enrollment.  For  1985  and 

1986  SCAN  had  $9.2  million  in  revenues;  Elderplan,  about  $7.6  million;  and 
Seniors  Plus,  with  its  lower  enrollment,  $4.2  million.  The  overall  revenues 
for  all  of  the  S/HMOs  increased  substantially  between  1985  and  1986  as  their 
enrollments  increased.. 

The  revenue  sources  of  the  S/HMOs  are  shown  on  Table  12.  Total  revenues 
varied  considerably  across  sites,  based  on  total  member  months  of  enrollment 
and  differences  in  payment  methods  for  each  revenue  source.  Revenues  came 
from  Medicare,  subscriber  premiums,  Medicaid,  copayments,  and  other  sources. 
Each  source  is  discussed  separately. 
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Medicare  Payments 

Medicare  payments  represented  between  78  and  86  percent  of  total  S/HMO 
revenues  in  1985  and  1986.  Revenues  from  Medicare  varied  across  sites  on  the 
basis  of  S/HMO  membership.  The  Medicare  capitation  payment  level  for  each 
enrollee  was  based  on  age,  gender,  welfare  status,  health  status,  and 
institutional  status.  Each  S/HMO  received  100  percent  of  modified  adjusted 
average  per  capita  cost  (AAPOC)  formula  for  its  region  paid  by  Medicare  for 
the  Part  A  and  B  members.  [12]  The  Medicare  AAPOC  rate  for  the  S/HMOs  was 
further  modified  to  subtract  cxxranunity  members  who  were  in  bed  or  at  home  most 
or  all  of  the  time  because  of  a  disability,  or  who  needed  the  help  of  another 
person  in  getting  around  in  the  ccarimunity  (about  5%  of  the  community  sample) , 
making  the  AAPOC  rate  for  the  nondisabled  3ower  than  the  current  AAPOC. 
Medicare  paid  the  AAPOC  institutional  rate  for  all  members  living  in  the 
community  who  were  determined  to  be  nursing  home  certifiable  according  to 
predetermined  state  Medicaid  criteria  for  disability. 

Differences  in  total  per  member  per  month  (pmpm)  revenues  were  due  to 
differences  in  Medicare  AAPOC  pmpm  rates  across  sites  based  on  the  location, 
age,  gender,  and  institutional  status  of  enrollees.  Table  12  shows  Medicare 
revenues  for  the  first  24  months,  which  in  1986  ranged  on  average  from  $191 
(pmpm)  at  Seniors  Plus  to  $214  at  Medicare  Plus  II,  $243  at  Elderplan,  and 
$324  at  SHP.  The  average  SHP  Medicare  rate  in  1986  was  70  percent  higher  than 
the  rate  at  Seniors  Plus. 

Medicare  revenues  increased  at  two  sites  (Medicare  Plus  II  and  SHP) 
between  1985  and  1986  and  declined  at  two  sites  (Elderplan  and  Seniors  Plus) . 
The  decrease  in  rates  may  reflect  a  reduction  in  membership  disability  levels 
at  Elderplan  and  Seniors  Plus,  which  used  queuing  to  prevent  more  than  5 
percent  of  their  initial  enrollment  from  being  disabled.  The  decreases  also 
reflect  changes  in  the  1986  AAPOC  payment  rate  and  the  two  percent  reduction 
in  overall  payments  mandated  for  Medicare  providers  during  the  period.  At 
Medicare  Plus  II  and  SHP,  the  increase  in  rates  may  have  reflected  the  changes 
in  the  composition  of  the  members  and  their  disability  levels  and  AAPOC 
inflation  adjustments. 

Premiums 

Revenues  for  the  S/HMOs  also  came  from  the  monthly  premium  paid  by  each 
S/HMO  member  (except  for  those  on  Medicaid) .  The  monthly  premium  rate  was 
established  by  each  S/HMO  and  ranged  from  $29-49  (see  Table  13) .  With  the 
exception  of  Seniors  Plus,  which  lowered  its  premium  in  1986,  premium  levels 
remained  unchanged  during  the  first  24  months.  In  1987,  SHP  while  retaining 
its  regular  plan,  added  a  low-option  premium  of  $25  a  month,  which  excluded 
dental  services.  The  S/HMOs  reported  that  their  premiums  were  not  generally 
established  at  a  high  enough  level  to  cover  the  difference  between  expected 
Medicare  and  Medicaid  revenue  and  -the  projected  costs  of  providing  plan 
benefits.  Their  major  consideration  in  setting  initial  premium  levels  was  to 
be  price  competitive  with  the  existing  HMO  and  Medicare  supplemental  insurance 
options  in  their  respective  markets  (Ijeutz  et  al.,  1985) .  Premiums 
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Table  13 

PRIVATE  PREMIUM  RATES  FOR  S/HMOs 
(For  non-Medicaid  members^" 


1985 


1986 


1987 


Elderplan 

29.89 

29.89 

29.89 

Medicare  Plus  II 

49.00 

49.00 

49.00 

SCAN  Health  Plan  (SHP) 

40.00 

40.00 

40.00/ 
24. 95  [a] 

Seniors  Plus 

29.50 

24.95 

24.95 

Source:  S/HMO  Demonstration  Projects.  Unpublished  data, 
1986. 

[a]  SCAN  developed  a  low-option  prej.uura  that  excluded  dental 
care  for  1987. 
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represented  10  to  11  percent  of  total  1986  S/HMO  revenues  except  at  Medicare 
Plus  II,  where  they  were  17.5  percent. 

Copayments 

In  addition  to  premium  income,  each  S/HMO  had  revenues  from  copayments 
for  selected  services  (see  Table  12) .  Each  S/HMD  established  its  own 
copayments,  which  were  small.  For  example,  copayments  for  prescription  drugs 
were  from  $1-2  per  prescription;  eyeglasses,  from  $0-10  per  pair  (50%  at 
Seniors  Plus) ;  foot  care,  about  $2;  hearing  aids,  $40-50  per  aid;  and 
home-health  services,  from  $5-10  per  visit.  The  S/HMDs  had  estimated  that 
cost  sharing  on  chronic  care  benefits  would  be  about  10-20  percent  of  chronic 
care  costs  (set  at  a  maxriimum  of  $6,500-12,000  per  year  for  thor^  in  need  of 
services) (Leutz  et  al. ,  1985) .  Actual  revenues  from  copayments  represented 
only  a  small  portion  of  total  revenue  (1-4%) ,  as  expected  since  only  a  small 
portion  of  the  enrollees  used  these  chronic  care  services.  However,  copayment 
revenue  represented  16  to  22  percent  of  the  chronic  care  expenditures  at 
Seniors  Plus  and  Elderplan  in  1986. 

Medicaid  Payments 

The  S/HMDs  also  had  revenues  negotiated  through  capitation  contracts 
with  state  Medicaid  agencies  to  provide  services  to  Medicaid  recipients  who 
voluntarily  enrolled  in  the  program.  The  Medicaid  percentage  of  total 
revenues  was  considerably  lower  than  anticipated  (1-5%)  because  of  low 
Medicaid  enrollment  at  each  site  (see  Table  12) .  Medicaid  enrollment  had  been 
expected  to  represent  12.5  to  20  percent  of  the  total  enrollment,  but  was 
actually  only  1  to  2.5  percent  of  enrollment  at  Medicare  Plus  II  and  Seniors 
Plus,  4  percent  at  Elderplan,  and  11  percent  at  SHP. 

Each  state  Medicaid  capitation  rate  methodology  was  different,  based  on 
the  state  eligibility  criteria  for  specific  aid  categories  and  benefits 
negotiated  in  the  contract.  Two  states  (California  and  Minnesota)  made 
adjustments  for  aged  and  institutional  status,  and  two  states  (Oregon  and  New 
York)  used  composite  rates  (shown  in  Table  14) . 

Medicare  Plus  II.  Medicare  Plus  II  developed  a  Medicaid  contract  with 
the  Oregon  State  Division  of  Adult  and  Family  Services  (AFS)  for  Title  XEX 
recipients  who  are  not  impaired.  The  Oregon  State  Senior  Services  Division 
(SSD) ,  which  was  responsible  for  Title  XIX  recipients  who  needed  long  term 
care  services,  would  not  agree  to  a  contract  with  Medicare  Plus  II.  SSD  was 
already  under  contract  for  their  clients  to  receive  services  from  the 
Multnomah  County  Aging  Services  Program,  which  provided  case  management  and 
long  term  care  services  to  approximately  6,000  eligibles.  SSD  was  concerned 
that  the  Medicare  Plus  II  project  was  too  medical  in  its  orientation  and  would 
potentially  require  a  reduction  in  County  case  management  staff  if  contract 
funds  were  shifted  to  Kaiser  Permanente.  AFS  decided  to  participate  in  the 
S/HMO  program  because  it  was  oriented  toward  prepayment  options  and  wanted  to 
test  the  idea  of  providing  prepaid  HMO  services  to  prevent  the  aged  (under  the 
Old  Age  Assistance  program)  from  needing  long  term  care  services.  Eligibles 
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Table    m 


STATE   MEDICAID  S/H10  REIMBURSEMENT   RATES 


Aid    Group 

California   Medicaid    Rates[a] 

PA   Aged 

PA   Blind 

PA    Disabled 

MNNSOC    Aged 

MNNSOC   Hind 

MNNSOC   Disabled 

LTC   Certified    Aged 

LTC   Certified   Blind 

LTC   Certified   Disabled 

New  York  Medicaid    Rates 

Composite   Rate  for   SSI  and  Medical 
Assistance   Only 

Oregon  Medicaid    Rates 

Composite   Rate  for   Old   Age  Assistance 
Noninstitutional   Members[c] 

Minneapolis   Medicaid    Rates[d] 

Aged   &  Blind    Female  65-75 

Aged   &  Blind    Female  75+ 

Aged   &  Blind   Male  65-71) 

Aged    &  Blind   Male  75+ 

Disabled    Female  65+ 

Diabled   Male  65+ 

Institutional    Aged,   Blind,   Disabled 
Intermediate   Care   Facility  II  65-71) 
Intermediate   Care   Facility  II  75-81) 
Intermediate  Care   Facility  II  85+ 
Intermediate   Care   Facility  I  65-74 
Intermediate   Care  Facility  I  75-8fl 
Intermediate   Care   Facility  I  85+ 
Skilled    Nursing  65-71) 
Skilled    Nursing  75-84 
Skilled    Nursing   85+ 

Nursing    Home   Certifiable   in  Community 
Aged   &   Blind    Female  0-75 
Aged    &   Blind    Female  75+ 
Aged   &  Blind   Male  0-75 
Aged   &  blind   Male  75+ 
Disabled    Female 
Disabled   Male 


CY   1985 


CY   1986 


CY    1987 


$       78. 06 

$       8i).09 

$       88. 1)9 

86.13 

9D-87 

109.67 

86.  13 

80.68 

107.79 

58. iH 

61.99 

79.D3 

80.  12 

88.  15 

170.86 

80.  12 

90.  18 

136.51 

907.95 

1,032.5? 

1,083.53 

952. 98 

1.157.0D 

820.1)3 

952.98 

1,212.72 

1,027.?9 

361.82 


351.96 


FY  1986 


378.?2 


349.05 


FY   1987 


395.?i)[b] 


394.  11 


FY   1988 


114. 13 

119.84 

125.83 

86.55 

90.88 

95.42 

134-97 

141.72 

148.80 

95.68 

100. 46 

105.49 

117.58 

123.46 

129.63 

144-02 

151.22 

158.78 

145.50 

152.78 

160.41 

118.59 

124.52 

130.75 

78.00 

81.90 

86.00 

193-08 

202. 73 

212.87 

135.81 

142.60 

149.73 

112.96 

118.61 

124.54 

271.  12 

284.68 

298.91 

188.  27 

197.68 

207.57 

141.01 

148.06 

155. H6 

1,869.43 

1,962.90 

2 

,061.05 

1,84  1.85 

1,933-94 

2 

,030.64 

1,890.27 

1,984.78 

2 

,  084 . 02 

1,850.98 

1,943-53 

2. 

,040.71 

1,873-  15 

1,966.81 

2 

, 065.  15 

1,899-^2 

1,994.29 

2 

,094.00 

Source:      California   Department   of  Health   Services,    Rate   Developmental    Branch, 
Sacramento,    CA,    1985,    1986,  and    1987;   S/HM0  Demonstration   Projects. 
Unpublished   data,    1987. 

[a]   The    1986  SCAN  rates   reflect  a  difference   in  the  addition  of  $2.57  for 
dental    (95*  of  $2.71),  and    the   removal    of  the  SSI/SSP  offset   of  the   LTC 
certified    rates.      The  above  rate  is  established   at  9536  of  fee-for-service 
equivalent   costs. 

[  b]   Estimated    rate  at   4. 5%  increase. 

[c]  Excluded   Medicaid   members  who   were  in  institutions  or  were  nursing   home 
certifiable  or  who   needed   long   term  care.     Oregon  rates  were  based   on  957 
of  the   AAFCC  for  welfare  members  developed   by  HCFA  and   was  $38  pmpr.      The 
rate   shown    includes   the  combined   Medicaid   and   Medicare   rate.      The    1987 
rate   is    based    on    the  actual    AAPCC  and    forecast   demographics. 

[d]  Minnesota   rates   for   the   first  half  of    1986  remained    the   same  as    1985. 
Rates   for   the    FY    1987   reflect  a  5J  increase   over   FY    1986.      FY    1988  rates 
are  5*  above   FY    1987. 
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who  later  required  long  term  care  services  were  required  under  the  Medicaid 
contract  to  receive  them  from  the  County  SSD  contract.  AFS  estimated  that 
approximately  1,200  to  1,500  individuals  would  be  eligible  to  join  under  the 
contract,  but  unfortunately,  Kaiser  Permanente  had  a  low  enrollment  response 
with  only  108  enrol  lees  at  the  end  of  24  months. 

AFS  established  a  composite  rate  for  Medicare  Plus  II  based  on  95  percent 
of  the  AAPCC  for  welfare  members  for  all  Medicare-covered  health  care  services 
including  hospitalization  and  physician  care  (see  Table  14) .  The  contract 
specifically  excluded  all  chronic  care  services  not  provided  under  Medicare 
and  excluded  any  Medicaid  member  certified  to  need  chronic  care  services  upon 
initial  enrollment.  Any  Medicaid  member  needing  chronic  care  services  after 
enrollment  in  the  S/HMO  received  such  services  from  the  Multnomah  County  Agii*g 
Services  program. 

Seniors  Plus.  The  Minnesota  State  Department  of  Human  Services  developed 
a  contract  with  Seniors  Plus  for  voluntary  enrollment  by  Medicaid  members, 
initially  in  Hennepin  County  and  expanded  to  cover  the  seven-county  S/HMO 
service  area.  Even  though  the  state  approved  the  program,  the  counties  also 
had  to  approve  the  project  before  marketing.  Ramsey  County  did  not  approve 
the  project  until  March  1987,  and  three  other  counties  did  not  agree  to 
participate.  Start-up  was  delayed  in  Hennepin  County  until  July  1985,  and 
some  counties  started  even  later. 

At  the  same  time  that  Seniors  Plus  was  being  organized,  the  state 
Medicaid  program  developed  another  demonstration  project  for  prepaid  health 
care,  which  tested  mandated  enrollment  but  excluded  long  term  care  coverage. 
This  program  included  Seniors  Plus  as  one  of  many  HMO  options.  Marketing  for 
this  Medicaid  demonstration  was  handled  under  a  private  contract  arrangement. 
As  a  result  of  possible  confusion  between  the  S/HMO  and  this  demonstration, 
the  delay  in  start-up,  and  a  poor  response  by  Medicaid  members  to  Seniors  Plus 
marketing  efforts,  only  22  members  enrolled  during  the  first  24  months. 

The  Medicaid  contract  with  Seniors  Plus  provided  for  a  complex  capitation 
rate  based  on  level  of  care  needs  within  the  eligibility  categories  of  aged, 
blind,  and  disabled  (see  Table  14) .  Individuals  living  in  an  institution 
(either  intermediate  care  level  I  or  H  or  a  skilled  nursing  home)  were 
eligible  to  enroll  and  received  a  higher  rate.  Individuals  living  in  an 
institution  who  spent  down  to  the  state  Medicaid  eligibility  level  were  also 
eligible  to  join  the  S/HMO.  Individuals  living  in  the  comunity  who  were 
nursing  home  certifiable  also  received  the  institutional  rate.  Those 
Minnesota  Medicaid  recipients  who  were  in  nursing  homes  received  100%  of  the 
per  diem  rate  for  the  facility  and  care  level  where  they  were  residing.  If 
such  individuals  spent  down,  the  state  would  pay  the  per  diem  rate  minus  the 
spend-down  amount.  For  those  individuals  residing  in  the  community  who, 
after  enrollment,  were  admitted  to  a  nursing  home,  the  state  agreed  to  pay  80% 
of  the  per  diem  rate  for  the  facility  after  the  first  90  days  of  care.  Prior 
to  this,  the  S/HMO  would  be  responsible  and  for  the  20%  of  per  diem  not 
covered  by  the  state.  The  state  also  attached  a  sliding  scale  provision  to 
the  rate  for  those  individuals  in  the  community  who  were  nursing  home 
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certifiable  based  upon  the  percentage  of  the  total  Medicaid  numbers  in 
relationship  to  the  total  number  of  nursing  hone  certifiables.  This  provision 
lowered  the  payment  rate  as  the  percentage  of  Medicaid  to  the  total  increased. 

SCAN  Health  Plan  (SHP) .  At  SHP,  the  state  had  a  contract  with  the 
California  State  Department  of  Health  Services  to  provide  Medicaid  services  to 
aged,  blind,  or  disabled  Medicaid  recipients  in  three  categories:  public 
assistance/cash  grant  recipients,  medically  needy  with  no  share  of  cost,  and 
eligibles  certified  for  nursing  hone  care.  A  contractual  arrangement  with  the 
medically  needy  spend-down  category  was  not  authorized  during  the  first  two 
years  of  the  contract.  Rates  were  established  on  the  basis  of  95  percent  of 
fee-for-service  equivalent  costs  for  all  Medicaid  benefits  for  each  separate 
eligibility  category  with  age  and  institutional  adjustments  (see  Table  14) . 
SHP  also  had  low  Medicaid  enrollment  with  only  221  during  the  first  24  months. 
California  was  disappointed  with  SHP  enrollment,  but  since  the  state  was  not 
sharing  any  financial  risk  for  the  Medicaid  enrollees,  it  had  little  at  state 
in  the  outcome  of  the  project. 

Elderplan.  The  Elderplan  Medicaid  contract  with  the  New  York  City 
Department  of  Social  Services  was  limited  to  Supplemental  Security  Income 
(SSI)  recipients  (estimated  at  74%  of  the  total)  and  persons  eligible  for 
medical  assistance  only  (estimated  at  26%) ,  and  excluded  those  who  who  spent 
down  to  Medicaid.  The  Medicaid  agency,  however,  allowed  individuals  to  use 
their  spend-down  to  purchase  the  S/HMO  premium  and  other  medical  expenses  and 
then  to  exhaust  their  spend-down  reauirements,  after  which  Elderplan  would  pay 
the  remaining  costs.  The  New  York  contract  had  a  unique  feature  in  that 
Medicaid  eligibles  who  joined  the  S/HMO  were  guaranteed  six  months  of 
eligibility. 

The  handling  of  the  spend-down  clients  became  an  issue  because  Elderplan 
charged  Medicaid  on  a  fee-for-service  basis  for  these  individuals.  In  June 
1986,  the  New  York  State  Department  of  Social  Services  formally  urged 
Elderplan  to  enrollee  those  individuals  who  were  spending  down  by  having  them 
pay  for  the  premium.  Medicaid  officials  believed  that  by  charging  Medicaid 
for  the  spend-down  clients,  Elderplan  created  billing  problems,  did  not  test 
the  capitation  concept,  and  charged  Medicaid  more  than  would  otherwise  have 
been  charged.  Elderplan  apparently  argued  successfully  with  the  state  that 
the  protocol  called  for  a  fee-for-service  payment  for  spend-down  clients. 

The  New  York  State  Medicaid  capitation  rate  was  based  an  the  costs  of 
providing  the  basic  core  of  Elderplan  services,  additional  Medicaid  services, 
reimbursement  for  administration,  management  information  system  (MIS) 
development  and  operations,  and  an  inflation  factor  over  the  previous  year. 
The  New  York  Medicaid  reimbursement  rate  was  a  composite  rate  for  all 
eligibility  categories,  for  institionalized  and  community  recipients,  and  for 
10  percent  of  the  severely  disabled  (see  Table  14) .  The  Medicaid  rate  was 
based  on  the  estimated  costs  of  four  components:  (1)  the  actuarial  estimate 
of  the  cost  of  hospital  days  incurred  beyond  the  Medicare  Part  A  benefit 
(estimated  at  42%  for  Medical  Assistance  only  hospital  days  and  at  10  percent 
of  the  SSI  hospital  days) ;  (2)  all  chronic  care  costs  for  long-term  impaired 
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enrollees;  (3)  appropriate  share  of  case  management  costs  and  a  share  of  the 
overall  administrative  costs;  and  (4)  all  other  non-lfedicare-covered  costs 
(e.g. ,  drugs,  optometry,  eyeglasses) .  The  rate  was  developed  by  Brandeis  and 
Elderplan  using  disability  estimates  from  the  1977  Current  Medicare  Survey 
with  rate  adjustments  for  inflation  (Leutz  et  al.,  1985). 

In  1986,  Elderplan  and  the  state  found  a  20  percent  severely  disabled 
rate  for  Medicaid  enrollees  in  Elderplan  in  the  first  18  months,  so  the 
composite  rate  might  have  been  estimated  at  too  low  a  level.  Since  the  actual 
utilization  experience  of  this  group  had  not  baen  examined,  however,  no  change 
was  made  in  the  rate  formula  for  1986  and  1987.  Instead,  an  inflation 
adjustment  factor  was  used  to  increase  the  rates. 

The  New  York  State  Department  of  Social  Services  complained  about 
Elderplan 's  failure  to  meet  its  enrollment  projection  of  700  Medicaid  members, 
since  only  106  Medicaid  members  had  been  enrolled  at  the  end  of  1986.  As 
noted  above,  New  York's  concern  was  that  the  state  was  sharing  the  risk  at 
approximately  a  20  percent  rate  and  yet   its  proportion  of  the  membership  was 
only  4  percent  at  the  end  of  the  first  24  months.  State  officials  raised 
questions  about  Elderplan' s  marketing  strategy  toward  Medicaid  recipients. 
They  argued  that  Elderplan  should  not  be  marketed  to  Medicaid  members  in  the 
same  way  as  to  Medicare  members.  They  believed  that  Elderplan  should  have 
developed  improved  marketing  materials  that  emphasized  access,  quality/ 
personal  attention,  and  guaranteed  coverage  to  address  the  concerns  of  the 
over-65  Medicaid  population.  In  addition,  it  was  recommended  that  Elderplan 
contact  the  over-65  Medicaid  population  personally  in  senior  citizen  centers, 
Social  Security  offices,  and  housing  projects.  There  was  little  evidence  that 
Elderplan  made  this  effort  to  bring  in  Medicaid  patients,  but  some 
presentations  were  made  at  senior  centers. 

Elderplan 's  marketing  effort  and  provider  services  generally  were  not 
focused  where  most  Medicaid  recipients  received  their  primary  care  services. 
In  fall  1986,  a  New  York  state  study  of  primary  care  utilization  patterns  in 
the  Brooklyn  area  showed  that  most  elderly  Medicaid  recipients  utilized 
medical  care  from  clinics  in  the  Bay  Ridge-Sunset  Park,  Flatbush,  and  Central 
Brooklyn  neighborhoods  instead  of  from  private  physicians.  It  was  suggested 
that  Elderplan  should  concentrate  on  establishing  adequate  hospital  clinic 
linkages  and  possibly  satellite  centers  to  attract  Medicaid  recipients  in 
these  neighborhoods.  Elderplan  expanded  its  primary  care  to  the  Ocean  Park 
area  in  1987,  and  hoped  to  add  new  members  through  this  arrangement. 
Elderplan  argued  that  the  Medicaid  market  is  difficult  to  enroll  and  failed  to 
respond  to  all  its  marketing  efforts,  including  direct  mail  and  telemarketing. 

FINANCIAL  EFFECTS  OF  THE  S/HMO  PROJECTS  ON  THE  SPONSORS 

The  revenues  and  losses  of  each  S/HMO  had  an  important  impact  on  its 
sponsor/partner.   Although  the  S/HMO  was  only  one  project  located  within 
Kaiser  Permanente  Northwest,  its  $13  million  in  revenues  represented  4.6 
percent  of  total  KFHP  and  KFH  revenues  ($280  million)  in  1986.  As  noted 
above,  Kaiser  Permanente  Northwest  experienced  a  slight  loss  of  revenues  in 
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1986.  Thus,  the  fact  the  S/HMD  project  did  lose  money  on  its  Medicare 
covered  services  was  problematic. 

Seniors  Plus  was  one  of  10  products  sponsored  by  GHI,  with  less  than  1 
percent  of  GHI's  total  nvembership.  Seniors  Plus  revenues  of  $3.5  million 
represented  2.5  percent  of  the  total  GHI  revenues  in  1986.  Ebenezer  received 
about  $.6  million  in  revenues  from  Seniors  Plus,  or  2.6  percent  of  its  total 
revenues  in  1986.  Therefore,  the  revenues  from  the  S/HMD  represented  small 
proportion  of  total  revenues.  On  the  other  hand,  the  Seniors  Plus  losses 
were  of  concern  to  the  sponsors  because  both  were  experiencing  their  own 
financial  problems  unrelated  to  the  S/HMD  project.  While  the  second  year 
losses  of  Seniors  Plus  were  limited  to  $.5  million  with  HCEA  assuming  most  of 
the  renaming  losses,  the  total  Seniors  Plus  loss  of  $.9  million  in  1986  were 
of  surprise  and  concern  to  both  GHI  and  Ebenezer  managers.  These  financial 
losses  were  considered  not  only  a  lost  opportunity  but  a  potential  financial 
liability  for  the  sponsors  in  the  future  when  they  assume  full  financial 
risk.  While  GHI  and  Ebenezer  agreed  to  continue  the  S/HMD  demonstration  at 
full  financial  risk  beyond  the  first  30  months,  they  reduced  the  level  of 
effort  in  marketing  and  instituted  greater  controls  on  queuing  those  with 
disabilities  and.  controls  on  program  utilization  and  expenditures  after  the 
first  18  months  of  the  project. 

Elderplan's  revenues  of  $6.6  million  represented  12  percent  of  the  total 
$55  million  in  MJGC  revenues  in  1986  (but  these  revenues  were  not  included  in 
the  total  MJGC  revenues) .  While  MJGC  contributed  to  Elderplan  to  cover  the 
startup  costs  for  the  first  30  months,  Elderplan  made  contributions  to  MJGC 
in  bringing  in  new  revenue  to  MJGC's  nursing  homes  and  home  care  programs. 
MJGC  had  a  net  loss  of  $2.8  million  in  1986,  which  had  to  be  covered  by 
private  fund  raising  efforts.  Thus,  the  MJGC's  initial  investment  in 
Elderplan,  primarily  through  loans,  represented  a  sizeable  effort.  The  1986 
Elderplan  total  losses  of  $3.4  million  were  even  greater  than  those  losses 
experienced  dir  3tly  by  MJGC.  While  HCFA  assumed  the  majority  of  the  initial 
losses  and  MJCG  assumed  $.5  million  during  the  second  demonstration  year, 
such  large  losses  in  the  future  represented  a  serious  potential  problem  for 
MJGC.  Elderplan  has  increased  its  enrollment,  has  met  its  utilization 
targets,  and  has  made  major  changes  to  control  its  costs. 

The  unexpectedly  high  initial  Elderplan  losses  have  necessitated  a 
reevaluation  of  the  future  of  the  demonstration.  MJGC  has  various  options, 
including  to  find  a  partner  or  a  buyer  for  Elderplan  or  to  discontinue  the 
demonstration.  Whether  MJGC  could  find  a  partner  or  a  buyer  for  Elderplan 
may  depend  on  a  number  of  factors  described  by  Goran  (1981)  including:  the 
promise  of  a  reasonable  rate  of  return  on  investment  in  the  future;  the 
liquidity  of  the  plan;  the  ability  of  the  plan  to  attract  and  maintain 
members;  evidence  of  management  capability  to  achieve  its  utilization 
targets;  and  a  sound  business  plan.  Discussions  were  underway  with  potential 
joint  venture  partners  at  the  time  this  report  was  written. 

SHP  was  the  only  plan  that  represented  a  major  portion  of  its  sponsor 
(SCAN)  organization's  budget  and  activities.  SCAN,  with  no  capital  of  its 
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own  for  start-up,  had  to  rely  on  a  $1  million  loan  from  St.  Mary  to  initiate 
SHP.   In  1986,  SHP  reported  $8  million  in  revenues  while  its  parent,  SCAN, 
had  only  $1.9  million  in  revenues.  The  SHP  losses  of  $1.2  million  in  1986 
would  have  been  a  complete  threat  to  the  financial  survival  of  SCAN  if  SHP 
had  been  at  full  financial  risk  during  the  initial  period. 

Initial  losses  at  SHP  were  significantly  higher  than  expected  by  either 
SCAN  or  St.  Mary.  Although  SCAN  was  limited  in  its  financial  ability  to 
contribution  to  SHP,  St.  Mary  was  in  a  position  to  assist  SHP.  St.  Mary 
reported  a  7  percent  increase  in  revenues  over  the  previous  year  and  $46 
million  in  fixed  assets  net  accumulated  depreciation  in  1986.  While  SHP 
represented  only  a  small  proportion  of  St.  Mary's  budget  (3  percent  of  St. 
Mary  revenues  in  1986) ,  it  did  contribute  to  St.  Mary's  income.  In  February 
1987,  St.  Mary  agreed  to  defer  the  debt  payments  of  the  principal  and 
interest  because  of  the  financial  problems  experienced  by  SHP.  [13]   In  1987, 
St.  Mary  also  determined  that  it  was  willing  to  assume  full  financial  risk 
for  SHP  during  the  final  period  of  the  demonstration,  if  some  substantial 
changes  could  be  made  in  SHP  benefits,  and  operations  which  would  make  SHP  a 
more  financially  viable  operation. 

In  retrospect,  the  sponsors/parent  organizations,  except  for  Kaiser, 
reported  that  they  did  not  understand  the  potential  financial  problems 
involved  in  sponsoring  the  S/HMD  demonstration  projects.  All  four  of  the 
organizations  that  undertook  the  demonstrations  experienced,  during  the 
initial  period  of  the  demonstration,  some  unexpected  form  of  financial 
problems  unrelated  to  the  demonstration.  These  financial  problems 
contributed  to  the  pressure  for  the  S/HMOs  to  achieve  greater  efficiency  as 
the  sponsors  went  into  the  period  of  full  financial  risk. 

DISCUSSION 

All  of  the  S/HMDs  (except  Kaiser)  overestimated  their  total  revenues 
because  of  lower-than-expected  Medicare  and  Medicaid  enrollments  during  the 
first  30  months  of  operation.  Low  revenues  and  high  administrative  costs 
related  to  S/HMO  start-up  were  problematic  for  the  new  HMOs  (Elderplan  and 
SHP) ,  as  well  as  for  Seniors  Plus.  The  S/HMDs  underestimated  the  marketing 
effort  needed,  and  marketing  costs  were  especially  high  for  the  three  S/HMOs 
with  low  enrollments  as  they  attempted  to  reach  their  enrollment  goals. 

All  the  sponsors  were  having  at  least  some  financial  difficulties 
unrelated  to  the  S/HMOs  and  (except  for  KP)  underestimated  the  overall  cost 
of  undertaking  the  demonstration  project.  Sponsoring  agencies  of  any  new 
S/HMOs  that  may  be  developed  in  the  future  should  be  financially  sound, 
should  understand  the  costs  of  initiating  such  a  demonstration,  and  should 
make  a  clear  management  and  financial  decision  that  the  organization  is 
willing  to  make  a  comniitment  to  such  a  project. 

The  problems  of  high  service  costs  for  the  two  S/HMOs  (Elderplan  and 
SHP)  that  were  newly  formed  HMOs  were  caused  in  part  by  high  acute  and 
ambulatory  utilization  and  as  well  as  high  expanded  care  costs.  The  two 
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established  HMOs  (KP  and  Group  Health)  that  added  the  S/HMO  projects  as  new 
products  to  their  existing  service  plans  appeared  to  be  better  able  to 
control  costs.  The  exception  to  this  was  the  higher  acute  care  costs 
reported  by  KP.  In  part,  the  HMO  sponsors  were  able  to  develop  budgets  based 
on  past  experience,  and  were  able  to  economize  by  using  their  existing 
service  delivery  networks  and  physicians  experienced  in  controlling 
utilization  and  expenditures. 

Elderplan  and  SHP  had  no  experience  in  delivering  prepaid  care  or 
experience  on  which  to  base  their  financial  budgets  and  utilization 
objectives.  These  organizations  had  limited  capital  for  start-up  and  the 
start-up  costs  represented  major  financial  efforts.  The  fact  that  two  long 
term  care  organizations  were  able  to  develop  into  HMOs,  although  limited  to 
the  elderly,  and  deliver  services  within  a  short  start-up  period  was  rather 
remarkable  and  demonstrated  the  commitment  of  the  organizations  and  the 
individual  project  directors  and  their  staffs.  While  the  problems 
encountered  in  building  new  HMOs  from  long  term  care  organizations  were 
expected,  the  difficulties  raise  questions  about  the  rationale  of  such  an 
approach  for  the  future. 

If  an  organization  wishes  to  became  a  S/HMO,  the  first  stage  is  to 
develop  an  HMO,  whether  a  new  HMO  or  a  partnership  arrangement  with  an 
established  HMO  like  the  Group  Health  and  Ebenezer  arrangement.  After  a  new 
HMO  is  formed,  it  must  make  choices  about  whether  or  not  to  serve  the 
Medicare  population,  and  if  so,  what  type  of  arrangement  to  make  with  HCFA 
regarding  contractual  cost  or  risk  arrangements.  All  of  these  organizational 
and  management  decisions  must  precede  the  development  of  a  S/HMO.  The 
difficulty  of  this  task  must  be  underscored  for  long  term  care  organizations 
considering  this  process  in  the  future. 

The  ultimate  test  remains  of  whether  the  four  established  S/HMOs  can 
become  viable  financial  organizations  or  product  lines  within  larger  HMO 
organizations  and  survive  after  the  S/HMOs  assume  full  financial  risk.  Will 
the  S/HMOs  be  able  to  bring  their  administrative  costs  into  line  with  those 
of  more  established  TEFRA  HMOs  and  will  they  be  able  to  control  utilization 
and  expenditures  at  the  level  attained  by  their  competitors?  Will  the  S/HMO 
members  became  increasingly  disabled  and  in  need  of  long  term  care  services 
to  the  extent  that  the  S/HMOs  will  not  be  able  to  control  long  term  care 
expenditures  within  budgeted  levels? 

Several  options  are  available  to  the  four  established  S/HMOs  to  become 
more  financially  viable.  One  is  to  reduce  benefits  and  to  control  access  to 
long  term  care  services.  The  risks  in  this  approach  are  clear  because  the 
S/HMO  benefits  are  already  viewed  as  limited  in  comparison  to  the  potential 
costs  of  long  term  care,  even  though  their  benefits  were  greater  than  the 
TEFPA  HMOs,  deductions  in  benefits  may  make  the  S/HMOs  indistingi  1  i  shahle 
from  TEFRA  HMOs  and  only  increase  marketing  problems.  Another  option  is  to 
redefine  the  product  as  a  high-option  benefit,  coupled  with  a  low-option 
TEFRA  plan  within  an  HMO.  This  approach  may  make  the  product  more 
understandable  and  marketable.  A  third  option  is  to  increase  the  extent  of 
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financial  risk-sharing  with  S/HMO  providers,  including  the  long  term  care 
providers,  and  use  greater  financial  incentives  for  S/HMO  providers  to 
control  costs.  This  effort  would  shift  the  risk  away  from  the  sponsors  and 
toward  service  providers.  Other  options  are  to  reduce  provider  reimbursement 
rates  and  increase  adniinistrative  efficiency.  These  options  along  with  other 
approaches  may  be  tested  by  the  S/HMOs  over  the  next  demonstration  period  and 
will  be  the  subject  of  the  next  project  evaluation. 

SUMMARY  FINDINGS 

•  Medicare  Plus  II  experienced  a  net  balance  of  $650,000  in  revenues  over 
expenses  during  its  first  22  months  on  its  chronic  care  but  an  overall 
loss  of  $854,000.  The  other  S/HMOs  reported  net  los5=es:  Elderplan,  $5.4 
million;  SHPr  $2.7  adllion;  and  Seniors  Plus,  $1.5  million. 

•  Medicare  Plus  II  from  the  outset  of  the  demonstration,  assumed  the 
financial  risk  for  all  Medicare-covered  services,  while  HCFA  assumed  the 
financial  risk  for  chronic  care  services  covered  for  the  first  13  months. 
The  other  sites  limited  their  initial  financial  risk  to  $425,000-$750,000 
during  the  first  30  months  of  the  demonstration.  HCFA,  along  with  the 
Minnesota  and  New  York  Medicaid  programs,  agreed  to  cover  any  remaining 
financial  losses.  After  the  S/HMOs  (except  Medicare  Plus  U)  reached 
their  initial  financial  risk  ceiling  early  in  the  demonstration  period, 
they  had  little  incentive  to  restrain  costs  since  HCFA  and  two  state 
programs  were  paying  the  remaining  costs. 

•  All  S/HMOs  were  able  to  keep  their  hospital  utilization  rates  close  to 
their  target  levels  and  lower  than  the  average  Medicare  f ee-for-service 
utilization  rates.  SHP  had  higher  hospital  admission  rates  and  Elderplan 
had  longer  hospital  lengths  of  stay  than  the  other  S/HMOs  and  ccnparable 
TEFRA.  HMOs. 

•  Overall,  hospital  expenditures  represented  a  high  proportion  of  the  total 
S/HMD  budgets,  ranging  from  23  to  27  percent  of  the  total  expenditures  at 
three  S/HMOs  to  43%  at  Medicare  Plus  II  and,  thus,  were  key  to 
controlling  costs.  The  two  new  HMOs  were  less  able  to  control  these 
costs  than  Seniors  Plus.  The  high  expenditures  at  Medicare  Plus  II  were 
not  understood. 

•  Elderplan  and  SHP  had  higher  ambulatory  care  encounter  rates  than  the 
S/HMOs  that  were  established  by  HMO  sponsors  (Medicare  Plus  II  and 
Seniors  Plus)  and  other  TEFRA  HMDs.   These  higher  encounter  rates,  in 
part,  led  to  higher  expenditure  rates  than  desired,  although  their 
expenditures  were  within  budgeted  levels.  This  was  not  surprising 
considering  the  difficulties  Elderplan  and  SHP  had  in  establishing  and 
managing  their  new  physician  service  delivery  systems.  Ambulatory  care 
expenditures  ranged  $72-88  pmpm,  or  from  19-30  percent  of  total  S/HMD 
expenditures. 

•  Chronic  and  expanded  care  service  utilization  patterns  varied 
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substantially  across  sites.  Elderplan  utilized  more  home  health  and 
community-based  long  term  care  services,  while  SHP  utilized  more  nursing 
home  services  than  the  other  S/HMOs.  Both  Elderplan  and  SHP,  as  long 
term  care  organizations,  had  higher  chronic  care  utilization  than 
Medicare  Plus  II  and  higher  expanded  care  than  either  Medicare  Plus  II  or 
Seniors  Plus. 

Case  management  staff  expenditures  represented  a  small  proportion  of 
total  S/HMO  expenditures  (2-4  percent  in  1986) .  Variations  across  sites 
appeared  to  be  related,  in  part,  to  differences  in  plan  services  and 
benefit  eligibility  criteria. 

Chronic  care  evpendi-hires  rates  were  similar  across  the  £,'/HMOs  ($30-32 
pmpm)  except  at  Kaiser  which  was  $21  pmpm  in  1986.  For  expanded  care, 
Medicare  Plus  II  and  Seniors  Plus  had  $21  pmpm,  SHP  had  $31  pmpm  and 
Elderplan  had  $41  pmpm.  When  total  expenditures  for  chronic  care, 
expanded  care,  and  case  management  were  combined,  significant  differences 
in  expenditures  were  found.  Elderplan  ($83  pmpm)  and  SHP  ($80  pmpm) 
expenditures  were  higher  than  Medicare  Plus  II  and  Seniors  Plus.  Chronic 
care,  expanded  care  and  case  management  services  represented  16-21 
percent  of  total  S/HMO  expenditures. 

Marketing  expenditures  represented  10  to  14  percent  of  total  costs  (at 
all  but  one  site,  Medicare  Plus  II) . 

S/HMO  total  administrative  expenditures  including  marketing  ranged  from 
25  to  36  percent  of  total  S/HMO  costs,  except  at  Medicare  Plus  II  (3.5%) , 
who  only  reported  administrative  costs  for  chronic  care,  expanded  care 
and  case  management.  Except  for  Medicare  Plus  II,  these  expenditures 
were  higher  than  those  reported  by  competing  TEFPA  HMOs,  because  of  high 
marketing  costs,  except  at  Medicare  II. 

Total  S/HMO  revenues  ranged  from  $4.2  million  at  Seniors  Plus  to  $18 
million  at  Kaiser  Medicare  Plus  II  during  1985  and  1986,  reflecting 
differences  in  enrollment  levels  and  membership  characteristics.  These 
revenues  were  lower  than  expected  because  of  lower  than  estimated 
enrollments  at  all  sites  except  Medicare  Plus  II.  Of  total  S/HMO 
revenues,  78  to  86%  was  from  Medicare,  2  to  5%  was  from  Medicaid  (10% 
expected) ,  and  the  balance  was  from  private  premiums,  fees,  and  other 
sources. 

Except  for  Medicare  Plus  II,  the  initial  losses  by  the  S/HMOs  were  of 
concern  to  their  sponsoring  organizations,  which  were  all  experiencing 
financial  problems  unrelated  to  the  S/HMO  projects.  Since  these  S/HMOs 
agreed  to  assume  full  financial  risk  after  the  first  30  months,  the 
sponsoring  organizations  had  to  make  changes  in  the  projects  to  lower 
costs.  All  sponsors  were  committed  to  continuing  the  demonstration 
project  and  were  facing  decisions  about  the  future  viability  of  the 
projects  beyond  the  demonstration  period. 
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The  financial  and  personnel  resources  necessary  to  establish  a  viable 
S/HMD  project  are  greater  for  long  terra  care  organizations  than  for 
established  HMDs.  Future  projects  are  most  feasible  for  established 
TEFRA  HMDs  or  for  partnerships  between  an  established  HMD  and  a  long  term 
care  organization. 
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NOTES 

[1]  The  start-up  costs  that  should  be  reimbursed  by  HCFA  have  also  been  an 
issue  of  discussion  between  sites  and  HCFA,  during  the  period  from  the 
fall  of  1983  until  the  S/HMOs  began  operation  in  1985.  HCFA  disallowed 
approximately  $160,000  in  start-up  costs  and  $32,000  in  amortization 
expenses  at  SCAN  after  the  first  audit,  including  expenses  for  lobbying 
costs,  interest  rates,  fund  raising,  legal  services  and  out-of-area 
travel.  These  disallowances  were  disputed  by  SCAN  and  the  final 
settlement  was  not  completed  by  June  of  1987. 

[2]  In  general,  the  two  Seniors  Plus  partners  agreed  to  a  50-50%  division  of 
the  initial  risk.  An  added  provision  was  developed  in  the  partnership 
agreement,  however,  to  protect  Bbenezer  Society  from  large  losses  due  to 
adverse  selection.  This  agreement  was  to  compare  the  health  status  of 
those  enrolled  to  the  estimated  status,  and  make  adjustments  in  the  share 
of  risk  for  large  deviations  at  the  end  of  the  initial  first  year, 
although  this  agreement  was  never  implemented. 

Seniors  Plus  established  a  risk-stabilization  fund  and  a  reserve-for- 
contingencies  fund.  Seniors  Plus  estimated  a  reduction  in  hospital  and 
physician  utilization  that  would  reduce  overall  project  costs.  It 
estimated  a  targeted  cost  reduction  of  $12.42  pmpm,  which  was  applied  to 
each  enrollee  category  in  relation  to  its  AAPCC  factor.  This  resulted  in 
following  estimated  reserves:  $10.31  for  community  Medicare  only;  $17.51 
for  community  Medicaid;  and  $25.59  for  institutional  enrollees.  The 
funds  were  to  be  divided  into  the  risk-stablization  fund  and  the 
reserve- for-contingencies  fund  on  a  50-50%  basis.  If  a  savings  occurred, 
the  funds  would  be  used  to  increase  benefits  or  lower  premiums  gradually 
in  future  years.  The  reserve-for-contingencies  fund  was  also  to  be 
funded  only  in  the  case  of  surpluses  for  increased  costs  related  to  the 
increasing  age  of  the  members. 

Seniors  Plus  actually  established  its  risk-stabilizaticn/contingency 
fund  at  a  rate  of  $17.80  pmpm,  but  this  was  later  reduced  to  $11.14 
pmpm.  The  S/HMO  claimed  this  as  a  expense  on  its  expenditure  report  and 
accumulated  these  funds  in  a  restricted  5.5%  money  market  account. 
During  the  same  period,  it  was  borrowing  money  for  operating  expenses  on 
its  line  of  credit  at  11.5%.  Beginning  in  1986,  HCFA  approved  a  move  to 
cash  out  the  restricted  fund  to  a  regular  cash  account  so  this  money 
could  be  used  for  operating  expenses  rather  than  borrowing  money  at 
11.5%.  Therefore,  Seniors  Plus  no  longer  claimed  this  expense  in  1986. 
Seniors  Plus  borrowed  over  $600,000  from  the  bank  which  was  guaranteed 
by  GHI  and  Ebenezer  during  the  first  18  months. 

[3]  The  Minnesota  Medicaid  agency  agreed  to  pay  Seniors  Plus  for  80%  of  the 
inpatient  hospital  costs  exceeding  $30,000  for  each  individual  Medicaid 
recipient  and  the  S/HMO  was  responsible  for  the  remaining  20%  of  costs. 
Beyond  this  level,  the  state,  the  S/HMO,  and  HCFA  were  to  jointly  share 
any  excess  costs  or  savings  for  all  members  enrolled  in  the  project, 
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based  on  the  proportion  of  the  revenues  actually  paid  to  the  HMD  through 
Medicare,  Medicaid,  and  private  premium  dollars.  IXiring  the  first  18 
months,  the  initial  risk  corridor  was  $1,059,322. 

[4]  New  York  law  required  that  Elderplan  maintain  adequate  reserves  to 
manage  retroactive  fluctuations  in  plan  service  utilization,  adverse 
fluctuations  in  utilization,  and  financial  loss  due  to  other  adverse 
circumstances.  HCFA  allowed  a  reserve  of  $6.28  per  member  per  month. 
Of  this  total,  $1.50  was  to  be  allocated  to  meet  the  New  York  State 
requirements  and  to  be  used  only  in  the  case  of  Elderplan's  insolvency. 
The  remaining  $4.78  pmpm  would  be  used  to  offset  cost  overruns  during 
the  first  year  prior  to  the  risk-sharing  by  HCFA  and  the  state.  The 
arrangements  for  the  second  year  were  the  same  as  the  first,  except  that 
the  savings  accrued  in  the  reserve  fund  from  the  first  year  could  be 
carried  over  for  use  in  the  second. 

[5]  California  Medicaid  charged  SHP  a  fee  for  the  costs  of  covering 
individuals  for  expenditures  beyond  $15,000.  Since  no  individual 
reached  that  level  during  the  first  year,  SCAN  asked  and  received  an 
elimination  of  this  provision  and  an  increase  in  its  payment  rate  during 
the  second  year. 

[6]  Two  factors  were  used  to  calculate  the  Medicare  Plus  II  adjusted 

community  rate  (ACR)  for  acute  and  ambulatory  care  services.  One  was  a 
volume  adjustor,  which  was  derived  from  a  comparison  of  current  year 
projects  including  the  hospital  days,  medical  services,  home  health,  and 
hospice  volume.  Second,  an  intensity  (time/complexity)  factor  was  used. 
For  hospitals,  this  was  developed  on  the  basis  of  the  average 
diagnosis-related  group  weight  divided  by  the  average  length  of  hospital 
stay  to  obtain  the  average  weight  per  day  for  the  total  Kaiser  population 
and  the  Medicare  Plus  II  population.  By  subtracting  the  total  Kaiser 
average  weight  per  day  from  the  Medicare  Plus  II  average,  an  intensity 
factor  was  developed  for  Medicare  Plus  II.  For  physician  visits,  the 
forecast  was  based  on  the  expected  number  of  visits  times  the  RVU  values 
for  the  over-65  population  in  comparison  to  the  Kaiser  population  using 
average  data  from  a  sample  of  Kaiser  members  between  1980-82.  In 
addition,  a  welfare  rate  was  estimated  based  on  past  utilization 
experience. 

[7]  Medicare  Plus  II  rates  for  basic  Medicare  services  for  non-welfare  were 
$211  in  1985.  In  1986,  its  rate  for  expanded  care  services  was  $13.73 
pmpm,  but  Medicare  Plus  II  estimated  expanded  care  services  would  be  $30 
pmpm  in  1987,  because  it  claimed  its  monthly  costs  for  chronic  and 
expanded  care  rose  from  $8.74  pmpm  in  April  1985  to  $9.14  pmpm  in  Janaury 
1986  and  to  $19.92  in  August  1986  (therefore,  doubled  during  the  18-month 
period) .  The  costs  were  thus  projected  to  increase  at  the  same  rate  over 
the  next  12-month  period.  Medicare  Plus  II  argued  it  was  necessary  to 
increase  the  Medicare  rates  because  it  would  not  be  bringing  new,  younger 
members  into  the  S/HMO  during  the  period  to  spread  the  risk.  The 
population  enrolled  in  the  S/HMO  would  age  and  use  a  higher  rate  of 
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expanded  care  services.  Kaiser  held  its  premium  rate  constant  (at  $49 
pmpm)  for  the  three  years  of  the  demonstration  and  did  not  wish  to 
increase  its  rate.  Therefore,  Kaiser  estimated  that  its  $30  pmpm  would 
not  be  adequate  to  cover  the  cost  of  services,  and  that  funds  from  the 
benefit  stablization  fund  (BSF)  from  first-year  savings  would  be  needed 
to  augment  the  HCFA  payment  rates  for  the  last  year  of  the  demonstration. 

[8]  For  example,  the  KP  membership  services  department  had  10  staff  members 
and  a  coordinator  devoted  to  its  total  membership.  Medicare  Plus  II  was 
only  billed  for  50%  of  an  assistant  and  75%  of  a  special  services 
representative  even  though  the  initial  time  spent  on  the  members  was 
reportedly  greater.  The  Medicare  coordinator  only  charged  one-eighth  of 
her  time  to  Medicare  Plus  II  but  estimated  spending  more  than  50%  time  on 
the  program  in  1986. 

[9]  Using  this  approach,  the  Kaiser  expanded  care  revenue  for  1985  was 

determined  by  HCFA  auditors  to  be  $490,337.  Using  the  actual  records  on 
expanded  care  expenses,  the  total  expenses  for  1985  were  $474,184, 
showing  a  net  income  of  $16,153,  which  was  significantly  lower  than  that 
reported  by  Kaiser  in  its  budget  reports. 

[10]  Physician  service  costs  were  based  on  the  ratio  of  Seniors  Plus 
physician  encounters  times  the  total  GHI  pool  of  physician  costs, 
including  salaries,  fringes,  and  malpractice  insurance.  The  number  of 
physician  encounters  for  Seniors  Plus  was  increased  by  20%  (previously 
11%)  to  account  for  the  weighting  for  elderly  patients  to  reflect 
differences  in  complexity  and  time  required  to  furnish  services.  Clinic 
services  were  allocated  in  the  same  manner  as  physician  services  except 
the  encounters  were  increased  (weighted)  by  20%.  The  costs  included  all 
administrative  costs  of  the  13  GM  clinics  including  occupancy  and 
nonphysician  staff  salaries  and  fringes.  Support  services,  including 
all  laboratory,  x-ray,  pharmancy,  and  other  services,  increased  by  20%. 
Provider  services  included  all  costs  of  capitated  provider  service 
contracts  times  the  ratio  of  S/HMO  to  total  member  subtracting  out 
unrelated  costs  such  as  pediatrics  and  sports  medicine.  HCFA 
recommended  eliminating  the  20%  increase  in  support  services  and 
documenting  the  nonpersonnel  costs  in  clinic  services. 

[11]  The  total  Elderplan  disallowances  from  the  HCFA  audit  of  the  first  10 
months  of  operation  were  $159,984  from  total  net  loss  of  $2,050,538  in 
1985.  MJGC  had  loaned  GM&  $266,471  and  MJGC  loaned  Elderplan 
$1,238,677.  And  in  turn,  Elderplan  loaned  GMA  $81,672,  according  to  the 
1985  HCFA  audit.  The  total  disallowed  interest  was  $79,195  for  loans 
from  MJGC  and  Elderplan  to  GMA  and  Elderplan.  A  total  adjustment  of 
$10,877  was  made  by  HCFA  on  the  amount  allowed  for  payment  to  MJGC 
nursing  homes.  The  nursing  homes  had  billed  for  $130  and  $165  per  day 
in  the  two  facilities  when  actual  costs  were  reported  at  $127  per  day, 
and  payment  for  days  of  care  paid  for  but  not  actually  used  were 
disallowed.  In  addition,  $17,400  out  of  $84,998  in  rent  costs  paid  to 
MJGC  was  disallowed  because  amortization  of  the  lease  had  to  extend  over 
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the  life  of  the  improvement.  Another  $1,577  in  depreciation  costs  was 
reclassified  as  start-up  costs.  In  addition,  $62,781  in  contingency 
expense  was  not  allowed  to  be  carried  into  the  second  year  and  therefore 
had  to  be  capitalized  as  deferred  expense.  Elderplan  had  the  HCFA  audit 
reviewed  by  its  accountants  loeb  &  Troper  and  challenged  a  number  of  the 
HCFA  findings  in  the  fall  of  1986.  In  June  1987,  these  issues  had  not 
yet  been  resolved. 

[12]  HCFA  on  its  1985  audit  found  that  SHP  had  paid  a  total  of  $155,000  to 

SCAN,  but  its  actual  costs  were  only  $87,000  for  a  difference  of  $67,000, 
primarily  because  SCAN  had  billed  SHP  for  personnel  positions  that  were 
vacant  during  the  period  and  had  overstated  the  actual  salaries  and 
fringe  benefits  paid.  The  indirect  charges  to  SHP  by  SCAN  for  other 
salaries,  consulting  fees,  facilities  operations,  equipment,  and  petty 
cash  were  not  found  to  be  related  and  were  disallowed  by  HCFA.  The 
management  agreement  for  1987  reduced  SHP  costs  to  approximately  $11,000 
per  month.  In  1985,  SCAN  developed  a  management  services  contract  with 
SHP  for  SCAN  to  provide  the  services  of  a  president  and  chief  executive 
officer,  a  finance  director,  and  administrative  support  services, 
including  an  administrative  assistant,  executive  secretary, 
receptionists,  and  facilities  coordinator.  The  contract  also  allowed 
indirect  services  at  a  flat  monthly  fee  specified  by  SCAN  with  a  monthly 
reconciliation  of  actual  costs  and  the  difference  in  excess  of  10%  billed 
or  refunded  to  SHP  by  SCAN. 

HCFA  and  the  state  also  found  that  SCAN  was  billing  SHP  in  excess  of 
$7,500  for  building  depreciation  on  the  building  owned  by  SCAN.  As  a 
result  of  the  HCFA  audit,  SHP  also  had  to  repay  $80,000  that  had  been 
withheld  from  HCFA  funds  for  reserve  contingenies.  The  total  SCAN  1985 
audit  finding  was  that  $217,000  should  be  repaid  to  HCFA. 

[13]  The  AAPCC  is  developed  on  the  basis  of  four  underwriting  factors:  age, 
gender,  welfare  status,  and  institutional  status.  The  modification  of 
the  factors  was  calculated  by  Brandeis  using  the  1977  Current  Medicare 
Survey  data  (Leutz  et  al. ,  1985) .  The  AAPCC  uses  census  data  for  age, 
gender,  and  the  number  in  institutions  and  Medicaid  data  for  welfare 
status. 
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INTRODUCTION 

This  chapter  examines  enrollment  in  the  S/HMOs  during  the  first  24  months 
of  the  demonstration.  It  focuses  on  answering  the  question  of  why  only  one  of 
the  four  S/HMO  demonstration  sites  has  been  able  to  meet  its  projected 
enrollment  during  this  period.  According  to  the  demonstration  protocol,  each 
S/HMO  projected  an  enrollment  of  4,000  Medicare  beneficiaries  including  a 
representative  group  of  aged  Medicaid  recipients  (about  10%  of  the  total) .  In 
addition,  enrollees  were  to  be  representative  on  the  basis  of  functional 
status  at  the  time  of  enrollment  (the  enrollees  were  limited  by  HCFA  to  no 
more  than  5%  who  were  nursing  home  certifiable  at  the  time  of  enrollment) . 
The  S/HMOs  were  to  have  achieved  this  enrollment  level  within  18  months  after 
becoming  operational.  Only  one  S/HMO  demonstration  project,  Medicare  Plus  II, 
sponsored  by  the  Kaiser  Permanente  Northwest  region,  met  this  goal. 

Three  major  factors  related  to  the  success  and  failure  of  S/HMO 
enrollment  were  examined:   (1)  structural  features  that  shaped  the  S/HMO 
product,  such  as  plan  decisions  concerning  provider  selection,  benefit 
package,  and  premium  levels;  (2)  the  competitive  market  environment;  and  (3) 
the  effectiveness  of  the  S/HMOs  in  advertising  and  marketing  this  product  once 
defined.  Special  attention  was  given  to  understanding  the  degree  to  which  the 
demonstration  sites  differentiated  the  S/HMO  concept  from  other  available 
Medicare  alternatives,  in  particular,  TEFRA  risk-based  HMOs  and  competitive 
medical  plans. 

METHODOIOGY 

Data  on  S/HMO  enrollments  and  marketing  activity  were  collected  from  the 
four  demonstration  sites.  Statistical  data  on  Medicare  enrollments,  benefit 
packages,  and  premiums  were  obtained  from  the  S/HMOs  and  the  TEFRA  HMO 
competitors.  [1]  Qualitative  data  on  the  market  environment  and  the  effect  of 
competition  on  S/HMO  marketing  were  obtained  through  interviews  with 
representatives  of  21  competing  HMOs  with  TEFRA  risk  contracts.  Interviews 
were  also  conducted  with  selected  representatives  of  HMOs  with  cost  contracts, 
insurance  companies  with  dominant  positions  in  the  Medicare  supplemental 
insurance  market,  multi-specialty  medical  group  practices,  and  seniors 
organizations. 

S/HMO  officials  at  each  S/HMO  project  were  interviewed  on  three  different 
occasions  between  January  and  December  1986.  These  officials  included:  the 
S/HMO  executive  directors  and  key  adndnistrative  staff,  the  S/HMO  marketing 
directors,  S/HMO  board  members,  and  selected  current  and  former  S/HMO  staff. 
Interviews  focused  on  understanding  the  relationship  between  organizational 
goals  and  strategies  and  marketing  activities. 

S/HMO  SPONSORSHIP 

The  S/HMO  demonstrations  were  new  organizational  entities  formed  by 
existing  organizations.  In  proposing  potential  demonstration  sites  to  HCFA, 
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Brandeis  University  wanted  to  test  the  relative  capacities  of  prepaid  health 
plans  versus  long  term  care  providers  in  implementing  the  S/HMO  concept. 

Two  long  term  care  organizations,  neither  of  which  had  experience  in 
administering  a  prepaid  health  plan,  were  selected.  Elderplan,  Inc. ,  was 
sponsored  by  the  Metropolitan  Jewish  Geriatric  Center  (MJGC) ,  a  nonprofit 
organization  that  owned  two  nursing  homes  and  operated  a  variety  of 
canrnunity-based  long  term  care  services  in  Brooklyn.  MJGC's  experience  dated 
from  1907.  [2]  The  second  long  term  care  site  was  SCAN  Health  Plan  (SHP) , 
sponsored  by  the  Senior  Care  Action  Network  (SCAN) ,  a  nonprofit  long  term  care 
organization  established  in  1978  to  provide  long  term  care  services  to  the 
elderly  in  long  Beach,  California.  [3] 

The  third  S/HMO  demonstration,  Medicare  Plus  IT,  was  sponsored  by  the 
Kaiser  Permanente  Northwest  Region  (KP) ,  a  federally  qualified  HMO  of  286,000 
members  begun  in  1946.  KP  Northwest,  located  in  Portland,  had  extensive 
experience  in  providing  acute  care  health  services  to  Medicare  beneficiaries 
through  cost  and  risk-based  contracts.  [4]  This  organization  had  only  limited 
experience  in  providing  long  term  care  services,  primarily  incidental  to 
episodes  of  acute  care  illness. 

The  fourth  S/HMO,  Seniors  Plus,  was  sponsored  by  a  partnership  of  an 
established  HMO,  Group  Health,  Inc. ,  and  a  human  services  provider  with 
substantial  involvement  in  long  term  care,  the  Ebenezer  Society.  [5]  Begun  in 
1957,  Group  Health,  Inc.  was  a  Federally-qualified  HMO  with  210,000  members 
and  was  the  first  prepaid  health  plan  in  the  Twin  Cities.  A  consortium  of 
Lutheran  churches  established  Ebenezer  in  1917. 

Each  of  these  plans  had  a  period  for  planning  after  they  were  selected  as 
demonstration  sites  by  the  Health  Care  Financing  Administration  and  Brandeis 
University  in  1982.  Although  the  sites  experienced  a  period  of  delay  during 
1984,  the  S/HMOs  became  operational  in  January-March,  1985,  and  began 
marketing  and  enrollment  activities. 

ENROLLMENT  AND  DISENROLLMENT  PATTERNS 

Figure  1  shows  the  monthly  S/HMO  enrollments  through  April  1987.  Table  1 
provides  the  quarterly  enrollment  and  disenrollment  statistics  for  the  first 
24  months  discussed  in  this  section. 

While  each  of  the  demonstration  sites  has  shown  progressive  growth,  only 
KP's  Medicare  Plus  II  met  its  minimum  enrollment  target  of  4,000  members 
within  the  first  18  months  (Spring  1986) .  Approximately  60  percent  of  this 
membership  (2,400)  had  converted  from  previous  Kaiser  Health  Plan  Medicare 
cost  contract  membership,  and  the  balance  were  new  Kaiser  members  or  new 
Kaiser  retirees. 

Seniors  Plus  was  the  least  successful  in  meeting  its  overall  membership 
target,  having  1,688  members  after  24  months;  approximately  75  percent  of  this 
S/HMO's  enrollees  converted  from  Group  Health's  TEFRA  risk  and  cost  contracts. 
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Table    1 
CUMULATIVE    ANT   NET   S/HMO   ENROLLMENT   ANT   riSENRCLLMENT  FY  QUARTER    IN    1Q?5  AND    1986 

1985        1986 


1 

2 

3 

4 

5 

6 

7 

8 

Jan -Mar 

Apr-Jun 

Jul -Sep 

Cct-Dec 

Jan-Mar 

Apr-Jun 

Jul -Sep 

Cct-Dec 

Elderplan[a] 

Enrollments 

Medicare    New 

301 

342 

177 

151 

277 

542 

643 

562 

Medicaid    New 

0 

4 

49 

1 

1 

2 

16 

36 

Total    Cumulative 

244 

596 

680 

806 

1,048 

1,544 

2,  121 

2,642 

Di9enrollments 

Medicare 

57 

136 

26 

33 

46 

82 

74 

137 

Med  ic  e  id 

0 

0 

0 

■3 

2 

0 

7 

■3 

Deaths 

(1) 

(7) 

(5) 

(7) 

(7) 

(12) 

(17) 

(28) 

Rate[b] 

23.ii? 

22.8? 

3.8? 

4.5? 

4.6? 

5.?? 

3.6? 

5-3? 

Net    Enrollment[  c] 

244 

454 

654 

770 

1,000 

1,462 

2,044 

2,502 

Medicare    Plus    II 

Enrollments 

Medicare    New 

76 

809 

531 

244 

129 

188 

124 

128 

HMC  Conversions    New 

97 

803 

528 

119 

629 

154 

60 

13 

Mediceid    New 

0 

0 

0 

50 

6 

48 

12 

2 

Total    Cumulative 

173 

1,785 

2,844 

3,257 

4,021 

4,  411 

4,607 

4,750 

Pisenrollments 

Medicare 

0 

5 

17 

29 

50 

51 

43 

4^ 

Medicaid 

0 

C 

0 

1 

7 

1 

2 

5 

Deaths 

0 

(0) 

(16) 

(20) 

(34) 

(35) 

(43) 

(42) 

Rate[b] 

0? 

0.  ">? 

0.6? 

0.9? 

1.?? 

1.2? 

1.0? 

1.0? 

Net    Ehrollment[  c] 

173 

1,780 

2,806 

3,189 

3,846 

4,  149 

4,256 

4,  300 

SCAN   Health    Plan   (SHP) 

Enrollments 

Med  ice  re    New 

62 

449 

404 

236 

292 

296 

281 

251 

Mediceid    New 

0 

24 

22 

54 

39 

23 

35 

6e 

Total    Cumulative 

62 

555 

953 

1,207 

1,474 

1,705 

2,022 

2,  34 1 

Pisenrollments 

Medicere 

0 

6 

2F 

60 

76 

67 

83 

77 

Med  ice id 

0 

1 

is 

3 

11 

10 

13 

22 

Peeths 

(0) 

(D 

(7) 

(4) 

(10) 

(15) 

(17) 

(22) 

Rate[  b] 

0? 

1.3? 

?-4? 

5.2? 

5.9? 

4.5? 

4.7? 

4.2? 

Net    Er.rollmentf  c] 

62 

527 

920 

1,  142 

1,383 

1,624 

1,844 

2,061 

"a»i;Q»e      FluS 

Enrol  lr.  en  ts 

Medicere    New 

2' 

20 

2? 

'6 

91 

88 

117 

47 

HMr    Conversions    Npw 

26 

198 

60 

se 

1!  IP 

283 

22C 

94 

Med  ic?id    New 

C 

C 

C 

7 

10 

h 

1 

0 

Totel    Cumulative 

19 

267 

348 

441 

961 

1,?19 

1,632 

1,732 

Pisenrcllments 

Med  ice  re 

0 

7 

8 

7 

17 

29 

38 

43 

Med  iceid 

0 

0 

0 

1 

0 

2 

■3 

1 

Peeths 

(0) 

(1) 

(1) 

(4) 

(6) 

(13) 

(7) 

(14) 

Rater t: 

0? 

2.6? 

2.?? 

1.8? 

1.8? 

2.4? 

2.5? 

2.5? 

Net    Ehrcllment[  c1 

ii9 

260 

340 

433 

94  4 

1,288 

1,591 

1,688 

Source:      Unpublished    data    from    S/HMO  projects . 

re]   Elderplan   included    its   cancellations  and   withdrawals  in  its   statistics  during   quarters    land 

£  . 

"t'   The  disenrcllment    rate   was    calculated    by  dividing   the   total    number   of  disenrollees   by  total 
cunuietive  enrollment.      Pisenrollments   due    to   death  were   included    in   the   Medicare  and 
Mediceid    disenrollment   figures. 

'c1   Net   enrollment    totals  were   calculated    by  subtracting    total    disenrollments    from    the   total 
cumulative   enrollment. 
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Its  enrollment  has  continued  to  grow  slowly  and  steadily  after  the  first  24 
months. 

Elderplan  had  a  slow  enrollment  pattern  during  the  first  12  months  of 
operation,  with  only  770  members.  Since  then,  enrollment  showed  a  steady 
increase  to  2,502  at  the  end  of  the  24  months.  Since  Elderplan  had  no  prior 
contractual  relationship  with  the  Medicare  program,  all  these  Medicare 
beneficiaries  were  new  enrollees.  After  the  first  24  months,  Elderplan  had  an 
impressive  growth  in  enrollment  meeting  its  target  at  the  end  of  1987. 

The  SCAN  Health  Plan  (SHP)  pattern  of  enrollment  also  showed  slow  growth. 
After  12  months,  SCAN's  net  enrollment  was  1,142.  By  the  end  of  24  months, 
enrollment  had  increased  to  2,061.  Like  Elderplan,  SHP  had  no  previous 
Medicare  HMO  members,  so  all  of  these  were  new  health  plan  enrollees. 

Each  of  the  S/HMOs  planned  to  enroll  both  Medicare  and  Medicaid  members 
in  numbers  proportionately  representative  of  eligible  individuals  in  the  total 
aged  population  (see  Table  I) .  While  Kaiser  had  a  target  of  500  Medicaid 
members,  only  22  percent  of  the  target  was  achieved  (i.e.,  108  dually  eligible 
persons  enrolled) .  Similarly  low  Medicaid  enrollments  were  experienced  at  the 
other  sites  during  the  first  24  months:  Elderplan,  517  projected,  106 
enrolled;  Seniors  Plus,  650  projected,  22  enrolled;  SHP,  800  projected,  221 
enrolled. 

One  factor  contributing  to  enrollment  levels  was  the  number  of  plan 
members  who  disenroll.  The  two  established  HMOs  had  notably  low  disenrollment 
rates:  Kaiser  Medicare  Plus  II  had  about  1  percent  or  less  per  quarter;  and 
Seniors  Plus,  about  2.5  percent  per  quarter. 

The  new  HMOs,  in  contrast,  had  substantially  higher  rates  of 
disenrollment.  SHP  had  disenrollment  rates  of  about  5  percent  per  quarter. 
When  voluntary  disenrollments  per  quarter,  however,  were  compared  to  new 
enrollments,  the  rates  were  high  (e.g.,  25-30%  in  1986).  According  to  SHP, 
its  disenrollments  were  due  to  a  variety  of  causes.  Among  these  were  movement 
out  of  the  SHP  service  area,  death,  and  switching  to  other  HMOs.  This  latter 
change  was  reported  by  disenrollees  to  be  the  result  of  member  dissatisfaction 
with  the  appointment  system,  physician  services,  physician  referrals,  the 
lock-in  requirements,  and  the  premium  costs. 

Elderplan  also  experienced  some  problems  retaining  its  members.  During 
its  first  two  quarters,  Elderplan  disenrollment  was  23  percent  of  cumulative 
'enrollment,  dropping  to  4-5  percent  during  the  two-year  period.  Disenrollment 
rates,  however,  were  12-23  percent  of  the  new  enrollees  (see  Table  1) . 
Elderplan  reported  having  about  85  percent  of  new  enrollments  cancel  and 
withdraw  within  the  first  month  of  membership  (not  reported  on  table) . 
Initial  disenrollment  stemmed,  in  part,  from  individuals  who  did  not 
understand  the  lock-in  provisions  and  technically  should  not  have  been 
enrolled.  Disenrollment  rates  were  also  related  to  Elderplan  problems  in 
educating  beneficiaries  about  the  plan's  "lock-in"  feature  and  the  difficulty 
enrollees  had  gaining  timely  physician  appointments. 
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THE  IMPACT  ON  ENROLLMENT  OF  S/HMO  STRUCTURAL  CHARACTERISTICS 

Numerous  decisions  made  by  Brandeis  University,  the  sites,  and  the  Health 
Care  Financing  Administration  in  shaping  the  demonstration  influenced  the 
success  of  the  S/HMOs  in  enrolling  Medicare  beneficiaries.  These  formative 
considerations  included: 

•  The  experience  and  reputation  of  demonstration  sponsors  in  providing 
prepaid  health  care  and  long  term  care  services; 

•  The  selection  of  health  and  long  term  care  providers  who  would  provide 
S/HMO  benefits; 

•  The  formulation  of  the  S/HMO  benefit  package  and  premium  structure;  and 

•  The  selection  of  the  market  area  in  which  to  offer  the  S/HMO  program. 

SPONSORSHIP  AND  EXPERIENCE 

At  the  outset  of  the  demonstration  —  with  the  exception  of  SCAN,  which 
did  not  have  an  exceptionally  long  history  —  the  reputation  of  the  S/HMO 
sponsors  might  have  been  predicted  to  represent  a  potentially  effective 
marketing  asset,  principally  name  recognition  and  proven  records  of 
performance.  This  proved  to  be  the  case  only  for  Kaiser. 

At  SHP,  Elderplan,  and  Seniors  Plus,  sponsorship  by  a  long  term  care 
provider  may  have  had  a  negative  impact  on  enrollment.  While  long  term  care 
organizational  sponsorship  may  positively  influence  marketing  the  S/HMO  to  the 
frail  elderly,  many  community  informants  believed  that  visible  long  term  care 
sponsorship  may  have  negatively  affected  the  perceptions  of  unimpaired 
Medicare  beneficiaries,  who  identified  the  S/HMO  demonstrations  with  chronic 
illness,  nursing  homes,  and  dependency. 

SELECTION  OF  HEALTH  CARE  PROVIDERS 

At  three  of  the  S/HMO  demonstrations,  selection  of  physician  health  care 
providers  and  the  way  in  which  acute  care  delivery  systems  were  configured 
influenced  enrollment  success.  The  selection  of  long  term  care  providers 
appeared  to  have  had  no  effect  on  S/HMO  enrollment  success. 

Elderplan  elected  to  use  a  staff  model  to  provide  primary  care  to  its 
enrollees.  This  decision  limited  the  physician  choice  of  potential  enrollees 
in  a  manner  that  many  Medicare  beneficiaries  in  Brooklyn  may  have  found 
unattractive.  New  Elderplan  members  were  reguired  to  give  up  the  relationship 
with  their  existing  physician  (s)  and  to  use  only  those  physicians  at 
Elderplan.  While  Elderplan  recognized  the  potential  marketing  problems 
associated  with  a  small  staff  model  HMO  for  primary  care  services,  the 
decision  was  made  to  use  this  model  as  a  means  of  achieving  greater  control 
over  utilization  and  expenditures. 

Until  recently,  New  Yorkers  have  had  limited  experience  with  the  HMO 
concept,  with  the  exception  of  the  large  staff  model  HMO,  the  Health  Insurance 
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Plan  of  Greater  New  York  (i.e.,  the  900,000-member  HIP) .  For  primary  care, 
they  generally  relied  on  fee-for-service  medical  specialists,  often  associated 
with  prestigious  teaching  hospitals.  Large,  multi-specialty  group  practices 
characteristic  of  health  care  delivery  in  Southern  California  or  the  Twin 
Cities  were  limited  in  the  New  York  City  area. 

Elderplan's  physician  group,  Geriatric  Medicine  Associates  (GMA),  was 
incorporated  by  a  physician  affiliated  with  Cornell  University  Medical  School 
to  provide  medical  services  exclusively  to  Elderplan's  enrollees.  [6]  At  the 
beginning  of  the  demonstration,  GMA  had  only  three  physicians  in  a  single 
clinic  location  which  decreased  to  two  physicians  in  spring  1986.  During  the 
first  24  months,  Elderplan  also  experienced  high  physician  turnover  (all  but 
one  of  the  original  physicians  left) . 

Directly  related  to  these  initial  problems,  the  plan  reported  many 
complaints  relative  to  access  to  physicians,  long  waiting  periods  for 
appointments,  and  dissatisfaction  with  physician  services.  By  fall  1986, 
Elderplan  had  4  physicians  and  the  enrollee  complaints  about  access  were 
somewhat  reduced.  Elderplan  did  not  add  a  second  clinic  site  until  1987. 
These  problems  may  have  had  a  negative  effect  on  marketing  and  were  apparently 
related  to  the  disenrollments. 

While  the  affiliation  of  GMA  with  Cornell  University  Medical  School  may 
have  been  a  potential  asset  in  marketing  to  reputation-conscious  New  Yorkers, 
the  initial  exclusion  of  local  primary  care  physicians  from  participating  in 
the  S/HMO  demonstration  appears  to  have  isolated  Elderplan  from  its  immediate 
physician  community.  At  the  very  least,  it  severely  limited,  if  not  precluded 
any  role  of  local  physicians  in  assisting  Elderplan  to  recruit  new  members. 
The  consensus  of  health  care  industry,  consumer,  and  union  representatives 
interviewed  was  that  Elderplan's  model  (which  required  relinquishing  ties  to 
an  individual  specialist  to  join  a  prepaid  health  plan  where  choice  of  primary 
care  physician  was  restricted  to  a  small  physician  staff)  was  not  well 
accepted  by  Brooklyn's  elderly  population. 

Elderplan's  selection  of  its  primary  health  care  delivery  system  was  not 
the  only  provider-related  factor  influencing  enrollment.  Because  of  its 
location,  its  reputation  for  high  quality  care,  and  its  identification  with 
the  Jewish  ccmmunity,  Elderplan's  acute  care  hospital  of  choice  was  Maimonides 
Medical  Center.  While  Elderplan  went  to  great  effort  to  reach  an  agreement 
with  Maimonides,  it  was  unable  to  reach  one.  The  Maimonides  management  and 
physician  staff  had  historically  opposed  hospital  association  with  HMOs, 
especially  staff  and  groupMonodel  HMOs.  Maimonides'  denied  admitting 
privileges  to  GMA  physicians  during  the  first  24  months  of  the  demonstration. 
Until  January  1987,  Elderplan  physicians  had  consulting  privileges  only  and 
had  to  work  through  specialty  physicians  with  admitting  privileges  at 
Maimonides. 

Because  of  this  problem  and  the  fact  that  Maimonides  hospital  had  high 
occupancy  rates,  Elderplan  had  to  seek  another  hospital  for  its  plan  members. 
Brooklyn-Caledonian  Hospital  accepted  this  role,  and  was  willing  to  provide 
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full  admitting  privileges  to  GMA  physicians  and  offered  a  substantial  discount 
on  per  diem  rates  to  Elderplan.  Unfortunately  for  Elderplan,  this  hospital 
was  located  at  the  edge  of  the  Elderplan  service  area  in  what  was  described  as 
a  high-crime  neighborhood.  Further  complicating  matters ,  the  hospital's 
patient  mix  (i.e.,  a  high  proportion  of  its  beds  were  occupied  by  low-income 
black  and  Hispanic  Medicaid  patients)  was  said  to  have  given  this  hospital  a 
poorer  reputation  among  the  primarily  white  middle-class  Jewish  and  Italian 
seniors  that  made  up  Elderplan' s  market. 

In  an  attempt  to  help  alleviate  these  problems  and  to  increase  market 
penetration  in  the  Bay  Ridge  area,  Elderplan  contracted  with  Lutheran  Medical 
Center  in  February  1986.  This  hospital,  located  in  the  western  portion  of  the 
Elderplan  service  area,  served  the  white  ethnic  groups  such  as  Italian, 
Scandinavian,  and  Irish  populations  living  in  the  Bay  Ridge  section  of 
Brooklyn.  Lutheran's  management  orientation  toward  experimenting  with  prepaid 
health  care  delivery  (e.g. ,  the  physicians  having  formed  their  own  independent 
practice  association  (LPA) ;  hospital  contracts  with  new  HMOs;  and  a  Robert 
Wood  Johnson  Foundation  grant  for  Health  Care  Plus,  a  prepaid  plan  for 
Medicaid  members) ,  a  lower  occupancy  rate  than  its  competition  (80%) ,  and  its 
desire  to  provide  expanded  services  to  seniors  through  its  community  care 
program  (CCO)  led  this  hospital  to  work  with  Elderplan.  While  Lutheran  signed 
a  hospital  affiliation  agreement  with  Elderplan,  its  prepaid  activities  and 
senior  programs  (including  the  CCO  program  with  case  management,  drug 
discounts,  and  home  health  services)  were  in  competition  with  Elderplan  and 
Lutheran's  physician  group  practice  opposed  the  hospital  arrangement  with 
Elderplan. 

During  the  first  year  of  this  agreement,  Elderplan  had  few  admissions  at 
either  Lutheran  or  Brooklyn-Caledonian,  and  Elderplan  physicians  and  patients 
continued  to  prefer  to  use  Maimonides  where  they  could  only  be  admitted  by 
physicians  on  the  staff  of  Maimonides  through  GMA  specialist  referrals. 
Although  Elderplan  hoped  that  the  Lutheran  affiliation  would  improve 
enrollment,  it  may  have  added  little  to  Elderplan 's  marketability. 

S/HMO-hospital  relationships  also  contributed  to  the  difficulties  in 
marketing  SCAN  Health  Plan  (SHP) .  In  contrast  to  the  antagonistic 
relationship  between  Maimonides  and  Elderplan,  the  relationship  between  SHP 
and  its  financial  supporter,  St.  Mary  Medical  Center,  may  have  been  too  close. 

St.  Mary  provided  grants  of  $300,000  to  SCAN,  SHP's  parent  corporation, 
and  other  support  to  the  organization  after  it  was  established  in  1978.  In 
bidding  to  be  a  hospital  provider  to  SHP,  St.  Mary's  and  another  other  local 
community  hospital  (Memorial  Hospital  of  Long  Beach)  agreed  to  contribute  a  $1 
million  line  of  credit  to  establish  the  S/HMO.  While  not  wholly  related  to 
previous  financial  support  and  St.  Mary's  relationship  with  SCAN,  SHP 
considered  the  St.  Mary  offer  superior  and  decided  to  use  St.  Mary's 
exclusively  for  acute  care  services  on  a  risk  contract  basis.  While  SHP 
recognized  the  potential  drawbacks  of  an  exclusive  arrangement,  this  was 
necessary  to  obtain  the  loan  from  St.  Mary  and  was  also  expected  to  give  the 
project  greater  control  over  utilization  and  expenditures. 
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SHP's  exclusive  use  of  St.  Mary  may  have  influenced  the  plan's 
marketability  according  to  canmunity  leaders  and  providers  interviewed.  While 
the  St.  Mary  association  with  several  medical  schools  brought  it  a  reputation 
for  high  quality  care,  it  was  located  in  a  relatively  poor  neighborhood 
compared  to  Memorial  Hospital  of  long  Beach  and  long  Beach  Community  Hospital. 
The  long  history  St.  Mary  had  of  caring  for  the  long  Beach  indigent  population 
may  have  further  contributed  to  creating  a  negative  image  of  SHP  among 
potential  enrollees  with  higher  incomes.  Its  Catholic  affiliation  was  also,  at 
best,  a  neutral  feature  among  non-Catholic  seniors.  Although  its  geographical 
area  had  a  high  concentration  of  elderly,  St.  Mary  was  generally  not  the  first 
hospital  of  choice  for  seniors  according  to  SCAN's  own  initial  marketing 
survey  and  its  hospital  occupancy  rates  were  lower  than  those  of  its  two 
competitors. 

Another  problem  was  the  inability  of  SHP  to  reach  a  contractual 
arrangement  as  it  had  initially  planned  with  the  Harriman  Jones  Clinic,  a 
well-respected  physician  group  practice  in  long  Beach*  In  the  demonstration's 
developmental  phase,  Harriman  Jones  had  agreed  to  serve  as  SHP's  physician 
provider.  With  60  full-time  physicians,  many  contract  specialists, 
established  relationships  with  three  HMDs,  four  preferred  provider 
organizations  (PPOs) ,  and  100  area  employers,  Harriman  Jones  had  extensive 
prepaid  health  plan  experience  and  was  philosophically  committed  to  the  S/HMO 
concept.  Disagreements  between  St.  Mary  and  Harriman  Jones  over  hospital  and 
physician  relationships  (unrelated  to  the  S/HMO  project)  led  Harriman  Jones  to 
cancel  its  affiliation  with  St.  Mary  in  late  1984.  St.  Mary  subsequently 
established  its  own  independent  physician  group  practice,  Physicians  of 
Greater  long  Beach  (PGIB) . 

After  this  development,  SHP  and  Harriman  Jones  had  a  disagreement  over 
the  physician  capitation  rates  and  risk  arrangements  being  offered  by  SHP.  [7] 
Because  Harriman  Jones  refused  to  accept  a  lower  capitation  rate  than  had 
originally  been  negotiated,  SHP  decided  to  enter  into  an  exclusive  contract 
with  PGIB,  which  was  willing  to  accept  lower  capitation  rates.  IPA  models 
were  considered  generally  attractive  tc  seniors  because  of  greater  freedom  of 
physician  choice,  so  that  selection  of  PGLB  was  considered  by  SHP  to  have 
important  marketing  advantages.  According  to  some  community  leaders  and 
providers  interviewed,  however,  the  decision  to  use  PGIB  may  have  also  had 
some  negative  affects  on  SHP  marketing.  PGIB  offered  limited  numbers  of 
primary  care  physicians  (20-22  within  a  total  of  150  physicians) .  Older 
persons  not  already  using  these  physicians  had  to  change  doctors  in  order  to 
join  SHP.  In  addition,  the  new  physician  group  had  no  established  service 
record  or  reputation  among  seniors  that  could  be  utilized  in  marketing  SHP. 

SHP's  exclusive  relationship  with  PGIB  and  St.  Mary  stood  in  contrast  to 
the  service  delivery  system  options  made  available  to  Medicare  beneficiaries 
by  SHP's  competition.  For  example,  in  the  Los  Angeles  area,  PacifiCare  used 
22  physician  groups,  including  Harriman  Janes.  Maxicare  had  31  physician 
groups  consisting  of  over  500  physicians,  affiliated  with  11  hospitals.  SHP's 
primary  competition  in  the  long  Beach  market,  Family  Health  Plan  (FHP) , 
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although  a  staff  model,  provided  its  enrollees  with  a  choice  of  four  physician 
groups.  Moreover,  both  major  competing  hospitals  in  the  area  were  marketing 
their  own  services  to  the  elderly  on  a  membership  basis,  including  nursing 
home,  respiratory  therapy,  rehabilitation,  and  home-health  services.  One 
example,  Elder  Med,  a  case  management  program  at  long  Beach  Community 
Hospital,  had  many  duplicate  services  to  the  S/HMO.  While  these  hospital 
options  were  not  HMOs,  they  provided  competition  for  SHP  in  marketing  its 
provider  services,  and  may  have  led  to  confusion  for  seniors  over  the 
difference  between  non-HMO  and  HMO  benefits. 

Physicians  can  play  a  critical  role  in  marketing  a  prepaid  health  plan 
like  the  S/HMO  to  Medicare  beneficiaries  by  encouraging  them  to  enroll  in  HMOs 
where  the  physicians  are  affiliated.  In  the  case  of  SHP,  PGIB  physicians  may 
have  helped  with  marketing  where  freedom  of  choice  was  an  issue.  It  was 
reported,  however,  that  some  PGLB  physicians  were  extremely  dissatisfied  with 
the  capitation  rate  paid  by  SHP.  These  physicians  were  reported  to  have 
advised  their  patients  not  to  join  SHP  and  to  have  lobbied  actively  against 
the  demonstration.  It  was  not  until  September  1985,  when  primary  care 
physician  capitation  rates  were  renegotiated,  that  physician  satisfaction 
began  to  improve.  However,  even  with  increases  in  reimbursement,  many  PGIB 
physicians  continued  not  to  support  SHP,  and  their  attitudes  were  reported  by 
the  SHM3  to  have  a  negative  effect  on  marketing  during  the  first  24  months. 
Dissatisfaction  with  physician  was  a  factor  in  some  disenrollment  from  SHP. 

A  negative  impact  en  S/HMO  enrollment  of  an  actual  or  perceived 
limitation  in  provider  choice  may  have  occurred  at  Seniors  Plus.  Group 
Health,  Inc. ,  the  HMO  parent  of  Seniors  Plus,  was  primarily  a  staff -model  HMO 
which  had  recently  added  network-model  clinics [8].  Seniors  Plus  decided  to 
restrict  enrollees'  choice  of  physicians  to  these  clinics  (14  clinics  with  200 
physicians) .  In  contrast  to  the  TEFRA  risk-contract  enrollees  of  Group 
Health,  Inc. ,  S/HMO  enrollees  did  not  have  access  to  the  entire  network  of 
affiliated  contract  physicians.  Seniors  Plus  reasoned  that  limiting  access  to 
staff  physicians  would  increase  the  ability  of  the  S/HMO  to  control 
utilization  and  decrease  the  possibility  of  adverse  selection.  Moreover, 
Seniors  Plus  enrollees  received  most  inpatient  care  at  two  downtown  Twin 
Cities  hospitals  that  were  primarily  used  by  Group  Health.  While  Seniors  Plus 
recognized  the  decision  to  limit  its  providers  would  have  some  negative 
effects  on  marketing,  it  was  willing  to  make  this  tradeoff  to  ensure  financial 
viability. 

The  decision  by  Seniors  Plus  to  limit  physician  and  hospital  access  may 
have  reinforced  a  widely  held  perception  in  the  Twin  Cities  market  that  Group 
Health,  Inc.  is  a  provider  of  "clinic  medicine,"  a  corporate  image  that  Group 
Health  had  invested  considerable  resources  in  trying  to  change.  Competing 
HMOs  emphasized  their  extensive  choice  of  physicians  and  hospital  affiliations 
in  a  manner  that  made  physician  and  hospital  availability  at  Group  Health, 
Inc.  and  Seniors  Plus  appear  restrictive.  For  example,  one  HMO  advertised 
over  170  primary  care  sites,  1,000  primary  care  physicians,  1,400  specialists, 
and  20  hospitals,  while  another  HMO  advertised  3,500  physicians  and  46 
hospitals  in  the  state. 
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Kaiser's  provider  structure  did  not  appear  to  have  presented  any  problems 
in  marketing  its  S/HMD.  [9]  Kaiser  advertised  300  salaried  physicians  at  12 
clinic  locations  to  provide  acute  care  services.  In  contrast  to  Seniors  Plus, 
S/HMD  members  at  Kaiser  were  offered  the  same  array  of  primary  care  services 
as  any  other  Kaiser  health  plan  member.  Two  Kaiser  hospitals  provided  most 
inpatient  care.  While  competing  HMDs  in  the  Portland  market  were  built  on 
independent  practice  association  (IPA)  arrangements  that  afford  members 
maximum  flexibility  in  choosing  physicians,  these  plans  were  only  beginning  to 
emerge  during  the  initial  S/HMD  enrollment  period.  This  competition  did  not 
yet  have  Kaiser's  size  or  its  established,  positive  community  image.  As 
health  care  competition  increased  in  Portland  over  the  24-month  period,  these 
newer  prepaid  providers  began  to  use  their  large  provider  networks  to 
distinguish  themselves  from  the  Kaiser  model.  While  this  may  affect  future 
enroHjnent  success  for  Medicare  Plus  II,  it  came  too  late  to  be  an  adverse 
factor  in  the  initial  enrollment  phase. 

MARKET  AREA 

Table  2  presents  population  statistics  on  the  market  areas  selected  by 
the  S/HMOs.  Each  S/HMD  site  had  an  initial  target  area  of  80,000-108,000 
potential  members.  Within  these  areas,  the  Medicaid-eligible  population  was 
estimated  at  between  6  and  16  percent.  The  S/HMOs  initially  considered  that 
this  population  base  would  be  adequate  for  meeting  their  enrollment 
targets. [10] 

Two  sites  later  expanded  their  market  areas,  after  enrollment  targets 
were  not  achieved.  Elderplan  requested  and  received  approval  for  HCEA  to 
expand  its  original  service  area  from  7  to  16  Brooklyn  zipcodes  in  fall  1985 
(adding  another  100,000  Medicare  beneficiaries  to  its  population  base) . 
Seniors  Plus  originally  targeted  only  Hennepin  County  (i.e.,  Minneapolis  and 
suburbs) .  It  also  expanded  its  market  area  to  seven  counties  in  the  Twin 
Cities  metropolitan  area  in  fall  1985  to  add  another  100,000  population  to  its 
area. 

Both  sites  found  the  expansion  of  their  market  areas  to  be  useful, 
although  Elderplan  continued  to  draw  most  of  its  enrollees  (67%)  from  its 
initial  geographical  area,  near  its  one  physician  clinic  site.  Seniors  Plus 
continued  to  enroll  63  percent  of  its  members  from  Hennepin  County,  but  found 
that  expansion  increased  its  group  enrollment.  Expanding  the  geographical 
area  without  expanding  the  available  provider  network  described  earlier, 
however,  appeared  to  limit  the  potential  positive  marketing  effect  that  the 
expansion  might  otherwise  have  had. 

Interviews  with  competing  HMDs  and  other  coinmunity  representatives 
strongly  indicated  that  restricting  market  areas  adversely  affected  initial 
S/HMD  enrollments  because:  (1)  the  target  population  was  limited;  (2) 
electronic  media  and  broad  circulation  print  media  could  be  not  be  used 
effectively  in  plan  advertising;  and  (3)  the  S/HMD  would  not  appear  as 
attractive  to  employers  who  contribute  to  the  health  benefits  of  their 
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Table   2 
AREA    POPULATION    STATISTICS   AND   ESTIMATED  HMO  PENETRATION   RATES   IN    1985 


Service   Area[  1  ] 
Brooklyn 

New  York/ New  Jersey 
metropolitan  area 

7  zipcode  original 
service  area 

16  zipcode  area 


Long   Beach 

30  zipcode  service 
area 

Los   Angeles 
metropolitan  area 

Portland 

Multnomah   County 

Portland   metropolitan 
area 

Minneapolis 

Hennepin   County 

original    service  area 
Minneapolis/ St .    Paul 

metropolitan  area 


Total 
Population 


Percentage 
Pop.    65+ 
( Num  ber  ) 


Percentage 
Medicaid 
Eligible 
(Number) 


HMO  Medicare 
Penetration 

Rate 
(Number  of 
Enrollees)[2] 


8,  H65,821  [a]  13.5?  -  6.9% 

( 1,143, 251  )[b]  -  C79,171)[c,d] 

490,48l[e]  19.8%  12. 1?[5][f] 

(97,l82)[e]  (11,798) 
I,0l6,596[e]                  19.4%  12.7l[5][f] 

097,273)[e]  (24,955) 


1,135,909[e] 
7,  941,  575 [g] 


56l,800[h] 
1,339,000[h,i] 

947,852[j] 
2,118,445[J] 


9.5?  16.0? 

(107,942)[e]    (17,239) 

10.7?  19.6?  23.8$ 

(849,  178)[g](1    6,351)        (202,  228)[c,d] 


14.2?  6.3? 

(79,855)[h]      (4,722)[4] 

11.8?  -  16.4? 

(158,213)[h,i]  -  (25,945)[c,d] 


10.8?  I1.4?[f] 

(105,284)[k]  (12,002) 

9«  9?  12.9?[3]         59-7? 

(209,350)[k]  (14,100)  '    (124,977)[c,d] 


Sources:      [a]      State   of  New  York,    Department   of  Commerce.      Provisional    1985  County 
Estimates .      Unpublished   data.     n.d. 

[b]  State  of  New  York,    Department   of  Commerce.     Official    Population 
Projections  for    New  York   State   Counties;      1980-2010.      Albany,    NY:      April 

1985. 

[c]  InterStudy  Center  for   Aging  and    Long-Term   Care      Lm proving   Health  and 
Long-Term    Care   for   the    Elderly.      1986. 

[d]  Institute  for    Health  &    Aging   (IHA).     Interviews  with   HMCs  .     San 
Francisco,    CA:      University  of  California,    1986. 

[e]  Western    Economic    Research  Co.,    Inc.      Summary  of  Key    1984   Demographic 
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Characteristics  by  Zipcode.      Un published   data,    1986.    State   of   New  York, 
Department   of  Commerce.      Selected    1 980  Census   lata.      Unpublished   data, 
1986. 

[f]  U.S.  Department  of  Commerce.  Bureau  of  the  Census.  1980  Census  of 
Population;      General    Social   and    Economic    Characteristics,    1983- 

[g]  State  of  California,  Department  of  Finance.  Population  Projections 
for  California  Counties,  1980-2020  with  Age/Sex  Detail  to  2020,  Baseline 
1983.      Sacramento,   CA:      October    1983. 

[h]  Center  for  Population  Research  and  Census,  Portland  State  University. 
Estimates  of  the  Population  by  Age  Groups  for  Oregon  and  Counties,  July  1, 
1985.      Unpublished   data,      January   1986. 

[i]     State  of  Washington,    Office  of  Financial   Management.      1986  Population 
Trends  for   Washington   State.     Unpublished  data.     August    198o^ 
[j]       Metropolitan   Council   of  the   Twin   Cities  Area.     April ,    1986  Population 
Estimates  for   Cities,    Townships,  and    Counties  in  the    Twin   Cities 
Metropolitan   Area.      St.    Paul,   MN:      Metropolitan  Council,    August    i),    1986. 
[k]     Metropolitan   Council   of  the    Twin   Cities  Area.      Projected    Population  by 
Age  and    Sex,   Metropolitan   Area,    1985.      Unpublished  data.      November   1,    1983. 

[1]  The   Portland   Metropolitan   Area  is  defined  as   the  five-county  area  consisting  of 
Multnomah,   Washington,   Clackamas,    Yamhill   (all   in  the  state  of  Oregon)   and    Clark 
(in  the  state  of  Washington).   The   Twin   Cities   Metropolitan   Area  is  defined  as   the 
seven-county  area  consisting  of  Anoka,   Carver,   Dakota,    Hennepin,   Ramsey,    Scott, 
and   Washington.   The   New  York/New  Jersey  Metropolitan  Area  is  defined  as   the 
eight-county  area  consisting  of  Putnam,   Westchester,   Rockland,   Bronx,    Cyeens,    New 
York,    Kings  and    Richmond.     The   Los   Angeles   Metropolitan   Area   is  defined   here  as 
Los  Angeles   County. 

[2]  The   Medicare    HMO  enrollment   figures  include  estimates  of  the   total   cost  and   risk 
contract  enrollees  in  an  area  for   June    1986.      In   New  York,  almost  all   enrollees 
are  in  the   HMO  with  a  cost  contract.      In    Los  Angeles,  only  27%  of  total   Medicare 
enrollees  are   in   HMOs  with  cost  contracts.     See   Tables   2-5  for  specific    HMO 
enrollment   statistics. 

[3]  Uses    1985  data  for   Medicaid  aged  recipients  divided   by   1985  aged    population  data. 
The    1985  Medicaid  data  for  aged   recipients   for   Hennepin   County  and    Dakota   County 
where  marketing   is   being  done   for   the  aged. 

[i|]  Multnomah    County  has    1,906  aged   Medicaid   individuals  eligible  for   services  in  the 
Adult  and    Family   Services   Division   (that   has  a  contract  with    the    Kaiser    S/HM0) 
and   2,816  aged   individuals  eligible  for   Medicaid   long   term   care   services   in  the 
Division   of   Social    Services   in   October    1986. 

[5]  Percentages  pertain   to    198O  statistics.      Numbers  refer  to    1984,    1985,   or    1986 
population   figures,   estimated    from    1 980  percentages. 
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retirees  residing  throughout  the  metropolitan  area.  S/HMD  prepaid  health  plan 
competitors  did  not  restrict  their  marketing  areas.  Especially  in  the  highly 
competitive  Southern  California  and  Twin  Cities  markets,  the  S/HMDs  competed 
with  many  HMDs  whose  growth  objectives  had  evolved  beyond  their  metropolitan 
areas  to  encompass  regional  or  national  goals.  Plans  with  national  geographic 
coverage  were  reported  to  be  particularly  attractive  to  retirees  who  spend 
limited  portions  of  the  year  in  favorable  climates  outside  their  communities. 
Restricting  enrollment  in  the  S/HMD  to  a  sub-area  of  the  metropolitan  area  ran 
directly  counter  to  this  trend. 

Kaiser's  decision  to  market  Medicare  Plus  II  only  in  Multnomah  County  and 
to  market  its  Medicare  Plus  I  TEFRA  risk  option  in  the  other  six  Portland 
metropolitan  counties  had  no  adverse  effect  on  total  enrollment.  But  this 
limited  geographic  area  did  appear  to  limit  Kaiser's  ability  to  enroll  members 
from  employer  groups. 

THE  COMPETITIVE  ENVIRONMENT 

Extensive  competition  among  prepaid  health  plans  to  enroll  Medicare 
beneficiaries  severely  disadvantaged  two  of  the  four  S/HMD  demonstrations,  SHP 
and  Seniors  Plus.  The  emerging  competition  in  Portland  was  increasing  but  did 
not  negatively  affect  Kaiser. 

Prepaid  health  care  was  not  new  to  the  four  S/HMD  market  areas.  Each 
area  had  a  large  prepaid  health  plan  predating  the  Medicare  program:  Health 
Insurance  Plan  (HIP)  in  New  York;  Kaiser  Permanente  in  Portland  and  Los 
Angeles;  and  Group  Health,  Inc.  in  Minneapolis-St.  Paul.  By  spring  1986,  New 
York  had  a  Medicare  HMD  penetration  rate  of  about  7  percent;  Portland,  16 
percent;  Los  Angeles,  24  percent;  and  the  Twin  Cities,  60  percent  (Table  2) . 
Figures  2  through  5  show  the  competing  HMDs  and  the  Medicare  enrollment  in 
each  of  the  S/HMD  market  areas.  For  details,  see  Appendix  A.  Based  on  these 
penetration  rates  of  Medicare  enrollment  and  the  number  of  competing  HMDs, 
these  markets  can  be  categorized  as  follows:  New  York,  "newly  competitive"; 
Portland,  "emerging  competitive";  and  Los  Angeles  and  Minneapolis-St.  Paul, 
"mature  competitive."  (See  Harrington,  Newcomer,  and  Moore,  1987,  for 
discussion  of  the  market  competition) . 

Elderplan  in  one  sense  competed  against  HIP;  against  the  public's 
generally  negative  concept  of  prepaid  health  care  and  the  HIP  community  image 
developed  over  40  years.  HIP  had  approximately  900,000  members  at  the  end  of 
1985,  8.7  percent  of  whom  were  Medicare  beneficiaries  enrolled  in  its  Health 
Care  Prepayment  Plan  (HCPP)  Medicare  contract  and  20,444  of  its  Brooklyn 
Medicare  members.  Practically,  however,  neither  HIP  nor  the  prepaid  health 
plans  entering  New  York  City  in  1985-1986  marketed  to  seniors  during  the  first 
24  months  of  the  S/HMD  demonstration.  Thus,  Elderplan 's  principal  market 
competition  was  Medicare  supplemental  insurance  offered  by  Empire  Blue  Cross- 
Blue  Shield  and  other  private  insurance  companies. 

The  New  York  City  market  became  more  competitive  when  investor-owned  HMDs 
entered  the  market  in  spring  1986.  Competing  HMDs  reportedly  invested  some 
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$10  million  in  their  initial  advertising  campaigns  (Freudenheim,  1987) .  The 
results  of  marketing  to  the  non-Medicare  population  in  1986  were  fewer  than 
100,000  new  subscribers,  according  to  four  HMOs  (Freudenheim,  1987). 

In  Portland,  the  dominant  position  of  Kaiser,  both  in  the  under-65  group 
and  Medicare  markets,  was  being  tested  by  emerging  competitors,  none  of  which 
threatened  KP's  market  leadership  in  1985  and  1986.  Figure  2  shows  that  KP's 
Medicare  Plus  I  had  a  high  enrollment  of  Medicare  members  in  1985  because  of 
its  previous  TEFRA  demonstration  project  and  doubled  its  enrollment  over  the 
period.  [11]  When  Kaiser's  Medicare  Plus  II  began  marketing,  there  was  little 
competition  in  the  area.  The  early  entry  of  KP  into  the  market  with  both  its 
TEFRA  and  its  S/HMO  was  clearly  an  important  advantage  in  market  success.  The 
other  new  prepaid  plans  began  to  grow  in  1986,  however,  and  altogether  reached 
about  8,000  total  members  (see  Appendix  Table  A-l  for  details) . 

It  was  in  Los  Angeles  and  the  Twin  Cities  that  competition  among  prepaid 
health  plans  to  enroll  Medicare  beneficiaries  was  most  dramatic,  and  such 
competitive  behavior  adversely  affected  the  potential  of  S/HMO  demonstrations 
to  achieve  enrollment  targets. 

While  no  empirical  research  existed  that  measured  the  penetration  rate  at 
which  a  health  care  market  can  be  considered  saturated  (i.e.,  new  market 
entrants  will  not  be  able  to  attract  members  because  most  persons  who  would 
select  an  HMO  option  have  already  done  so) ,  the  market  penetration  was 
extremely  high  in  those  two  areas.  At  the  outset  of  the  demonstration,  SHP 
and  Seniors  Plus  faced  highly  competitive  markets  when  beneficiaries  who 
remained  in  f ee-for-service  had  already  been  heavily  exposed  to  HMO  marketing 
and  had  decided  not  to  join  a  prepaid  health  plan.  As  an  alternative  market 
segment  for  the  S/HMOs,  existing  Medicare  HMO  members  had  established  plan 
loyalties  that  were  difficult  to  sever. 

Most  of  the  TEFRA  contractors  in  the  Twin  Cities  participated  in  Federal 
Medicare  capitation  or  competition  demonstration  projects  from  1980  until 
TEFRA' s  implementation  in  April  1985.  In  Minneapolis,  prior  to  the  initiation 
of  Seniors  Plus  marketing,  an  estimated  50,000  Medicare  beneficiaries  had 
enrolled  in  Medicare  prepaid  health  plan  (PHP)  alternatives  (Iversen,  Polich, 
and  Dahl,  1985b;  Institute  for  Health  &  Aging,  1985  estimates  in  Appendix 
Table  A-5) .  A  substantial  portion  of  this  enrolljnent  occurred  during  1984, 
prior  to  the  introduction  of  Seniors  Plus.  As  of  June  1986,  seven  Twin  Cities 
HMOs  had  received  or  had  applied  for  Medicare  risk  contracts.  Figure  3  shows 
the  dominance  that  SHARE  had  over  the  market  and  the  rapid  conversion  of  PHP 
members  from  its  cost  to  its  TEFRA  HMO  during  the  1985-87  period.  MedCenters 
plan  remained  third  with  slower  growth.  Group  Health  Seniors  and  Seniors  Plus 
had  a  significantly  lower  enrollment  and  growth  in  enrollment. 

In  Los  Angeles,  SHP's  primary  competitor,  Family  Health  Plan,  Inc.  (FHP) 
had  also  been  a  Medicare  HMO  demonstration  site,  commencing  risk-based 
Medicare  contracting  in  1983  (see  Figure  4) .  Aggressively  marketing  its 
Medicare  options  using  television  and  direct  mail  while  offering  standard 
Medicare  coverage  at  no  cost  to  the  beneficiary,  FHP  enrolled  10,000  Medicare 
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beneficiaries  during  its  first  three  months  in  operation.  Before  SHP  began 
initiative,  FHP  had  already  enrolled  approximately  13,000  seniors  (although 
FHP  claimed  an  additional  7000  at  that  time) ,  a  majority  of  whom  lived  in 
SHP's  Long  Beach  market  area  (see  Figure  4) .  Prior  to  the  SHP  marketing 
initiative,  same  150,000  Medicare  beneficiaries  in  the  Los  Angeles  area  were 
enrolled  in  some  form  of  prepaid  health  plan  arrangement  (Iversen  et  al.f 
1985b;  LHA  1985  estimate  in  Appendix  Table  A-4) .  As  of  June  1986,  eight  of 
the  11  Los  Angeles  HMOs  had  received  or  applied  for  Medicare  risk  contracts. 
United  Health  Plan  and  PacifiCare  were  the  two  major  competitors  after  FHP  in 
the  area,  while  MaxiCare  decreased  its  enrollment  of  Medicare  members 
(Harrington,  Newcomer,  and  Moore,  1987) . 

The  timing  of  the  S/HMO  entry  into  the  marketplace  was  also  a  critical 
factor.  The  initial  planning  and  marketing  activities  for  the  S/HMO  were 
conducted  in  1983.  As  the  S/HMOs  prepared  for  start-up,  there  was  a  one  year 
delay  in  federal  approval  which  was  not  resolved  by  Congress  until  the  Summer 
of  1984.  The  S/HMOs  then  submitted  their  plans  for  operation  and  were 
approved  for  start-up  in  early  1985.  The  one  year  delay  was  a  serious 
negative  factor  in  terms  of  enrollment  success  in  the  two  highly  competitive 
areas  of  Long  Beach  and  Minneapolis/St.  Paul.  First,  the  delay  in  funding 
forced  in  the  S/HMOs  to  layoff  almost  all  staff  that  had  been  involved  in  the 
initial  planning  of  the  projects,  and  created  serious  morale  problems  for  the 
staff.  More  important,  the  marketing  conditions  changed  in  terms  of  competing 
prices,  benefits  and  other  such  factors.  During  that  one  year  period  of  1984, 
substantial  numbers  of  elderly  were  enrolled  in  the  HMO  risk  contract 
demonstration  plans  which  later  became  TEFRA  risk  contractors  in  the  Long 
Beach  and  the  Minneapolis  area,  making  it  more  difficult  for  SHP  and  Seniors 
Plus  to  attract  new  members. 

DESIGNING  BENEFIT  PACKAGES  AND  SETTING  PREMIUMS 

Specifying  benefit  packages  and  setting  premium  levels  (the  amount  paid 
by  beneficiaries  to  the  S/HMO)  were  two  critical  decisions  made  by  the  S/HMOs 
in  the  marketplace.  Price  and  breadth  of  coverage  are  the  two  most  easily 
understood  criteria  that  Medicare  beneficiaries  can  use  to  differentiate 
prepaid  health  plan  options.  The  S/HMOs  had  to  balance  developing 
comprehensive  benefits  with  a  marketable  premium.  In  order  to  successfully 
market  an  expanded  benefit  package,  potential  members  needed  to  value 
additional  services  at  least  as  highly  as  the  additional  premium  needed  to 
cover  the  costs  of  these  services.  This  proved  to  be  a  major  problem  for  the 
S/HMOs. 

BENEJr'l'lS 

Table  3  details  the  S/HMO  benefit  package.  The  S/HMO  benefit  package  has 
two  distinct  parts.  The  first  part  consists  of  standard  Part  A  and  Part  B 
Medicare  coverage,  augmented  by  medical  and  related  services  not  covered  by 
Medicare  (e.g.,  prescription  drugs,  hearing  aids,  eyeglasses)  and  coverage  of 
out-of-pocket  physician  and  hospital  deductibles  and  coinsurance.  In  this 
regard,  S/HMO  coverage  was  comparable  to  the  benefit  packages  of  many  "high 
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option"  TEFRA  risk-based  contractors. 

The  second  set  of  benefits  that  distinguished  the  S/HMOs  from  other 
Medicare  prepaid  health  plan  alternatives  was  the  coverage  of  chronic  care 
services.  No  TEFRA  HMO  or  CMP  offered  this  array  of  chronic  care  benefits. 
The  "long  term  care"  benefits  provided  by  TEFRA  HMOs  generally  conformed  to 
fee-for-service  Medicare  skilled  nursing  care  and  home-health  coverage.  Like 
fee-for-service  Medicare  programs,  TEFRA  HMOs  do  net  offer  cxanmunity-based  or 
institutional  long  term  care  benefits  to  enrollees  whose  need  for  services  is 
associated  with  chronic  functional  impairment  (e.g.,  care  needs  associated 
with  Alzheimer's  disease).  Interviews  with  representatives  of  TEFRA  HMOs  in 
the  S/HMO  market  areas  revealed  a  reluctance  to  offer  the  type  of  chronic  care 
benefits  provided  in  the  S/HMO  benefit  package. 

S/HMO  representatives  and  representatives  of  senior  organizations 
reported  that  the  way  in  which  the  HMOs  described  their  Medicare  skilled 
nursing  facility  and  home-health  benefits  in  plan  marketing  literature 
conveyed  the  impression  of  more  long  term  care  coverage  than  was  actually 
available.  For  example,  HMOs  advertised  payment  in  full  for  Medicare  skilled 
nursing  and  home-health  benefits,  not  pointing  out  that  these  benefits  did  not 
include  chronic  care.  Thus,  TEFRA  HMO  coverage  appeared  more  like  the  chronic 
care  benefit  coverage  provided  by  the  S/HMO  than  it  actually  was. 

Consumer  respondents  also  raised  the  issue  of  the  attractiveness  of  S/HMO 
chronic  care  benefits  to  seniors  seeking  some  form  of  long  terra  care  insurance 
coverage.  The  S/HMO  benefit  was  an  increment  toward  providing  chronic  care 
benefits  within  a  prepaid  financing  arrangement.  At  SHP,  the  maximum  chronic 
care  benefit  for  both  institutional  and  cx3mmunity-based  care  was  $7,500, 
renewable  annually;  at  Medicare  Plus  II,  the  annually  renewable  chronic  care 
benefit  was  $12,000  per  year,  allocated  up  to  a  maximum  of  $1000  per  month  for 
in-home  support;  at  Elderplan,  the  annually  renewable  benefit  was  set  at 
$6,500;  at  Seniors  Plus,  a  $6,500  lifetime  limit  was  set  for  chronic  nursing 
home  care  (for  net  benefits  minus  the  copayments) ,  and  with  a  $5,000  annual 
maximum.  All  plans  had  10-20  percent  coinsurance  for  their  chronic  care 
benefits.  These  benefits  were  also  reported  by  same  individuals  to  be 
substantially  less  than  the  long  term  care  benefits  available  through  private 
insurance. 

From  a  marketing  research  perspective,  it  could  be  hypothesized  that  few 
older  persons  in  good  health  with  no  functional  impairments  would  be 
interested  in  purchasing  S/HMO  benefits  at  premium  levels  higher  than 
available  TEFRA  HMO  alternatives,  especially  in  the  absence  of  sophisticated 
selling  techniques  to  convince  these  persons  to  purchase  the  S/HMO  as  a  form 
of  relatively  limited  long  term  care  insurance.  Alternatively,  a  question 
remained  as  to  whether  severely  impaired  older  persons  would  perceive  S/HMO 
benefits  as  sufficiently  attractive  to  warrant  additional  premium  investment 
and  incurring  opportunity  costs  (e.g.,  selecting  a  new  primary  care 
physician) .  For  example,  since  custodial  nursing  home  costs  ranged  between 
$40-150  per  day  and  home-health  care  from  $40-100  per  visit  in  the  S/HMO 
market  areas,  severely  impaired  persons  could  exhaust  S/HMO  chronic  care 
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benefits  within  three  months  or  less. 

Many  senior  advocates  interviewed  described  this  key  dilemma  in  marketing 
the  S/HMO  benefit  package:  severely  impaired  seniors  might  perceive  the 
extent  of  S/HMO  chronic  care  coverage  as  inadequate,  whereas  increasing  the 
breadth  and  depth  of  chronic  care  services  coverage  would  require  premiums 
that  might  price  the  S/HMO  out  of  the  range  of  many  middle-class  older  persons 
and/or  attract  only  impaired  elderly  to  the  S/HMO.  A  later  section  of  this 
report  presents  an  analysis  of  the  consumer  choice  decisions  of  S/HMO,  TEFRA 
HMO,  and  fee-for-service  beneficiaries  in  the  S/HMO  market  areas  relevant  to 
these  complex  product  positioning  issues. 

PREMIUMS 

At  the  beginning  of  the  demonstration,  monthly  premium  levels  were  as 
follows:  Elderplan,  $29.89;  Medicate  Plus  II,  $49;  Seniors  Plus,  $29.50;  and 
SHP,  $40.  With  the  exception  of  Seniors  Plus,  which  lowered  its  premium  to 
$24.95  in  March  1986,  the  1986-1987  premium  levels  at  the  other  sites  were 
unchanged  during  the  first  24  months.  SHP  did,  however,  change  its  premium  to 
include  a  $24.95  option  in  1987. 

S/HMO  premiums  were  generally  not  based  on  the  estimated  costs  of 
providing  plan  chronic  care  benefits.  Instead,  the  S/HMOs  reported  that  the 
major  consideration  in  setting  their  premium  levels  was  to  be  price 
competitive  with  existing  HMO  and  Medicare  supplemental  insurance  options  in 
their  respective  markets.  The  S/HMOs  had  to  balance  the  costs  of  providing 
their  benefit  package  with  their  assessment  of  a  marketable  premium.  The 
sites  did  some  actuarial  work  as  well  as  market  testing  to  determine  a 
marketable  balance  between  these  two  factors.  The  S/HMOs  in  competitive 
market  areas,  however,  did  not  achieve  their  goals  of  being  price  competitive 
with  respect  to  TEFRA  HMO  competition. 

In  each  demonstration  site,  S/HMO  premiums  were  less  than  competing 
comprehensive  Medicare  supplemental  policies  and  greater  than  competing 
high-option  Medicare  HMO  alternatives  (except  for  Elderplan  where  none 
existed) .  The  unfavorable  pricing  of  the  S/HMOs  relative  to  their  prepaid 
health  plan  competition  was  most  pronounced  in  Long  Beach.  In  Los  Angeles 
County,  four  HMOs  offered  standard  Medicare  coverage  with  minimal  coinsurance 
and/or  deductibles  at  no  out-of-pocket  cost  to  beneficiaries  (i.e.,  so-called 
"zero  premium"  plans) .  When  these  plans  also  offered  a  high  option  that 
included  services  that  Medicare  does  not  cover  (e.g.,  prescription  drugs, 
eyeglasses),  competitors'  premiums  ranged  from  $20-35  per  month.  Thus,  the 
high-option  HMO  plans  in  the  Long  Beach  area  were  lower  than  the  SHP  premium. 

Price  competition  was  also  disadvantageous  to  S/HMO  marketing  in  the  Twin 
Cities  area.  For  example,  SHARE  Health  Plan  and  Senior  Health  Plan  offered  a 
basic  Medicare  option  at  $9.95  per  month  compared  to  the  Seniors  Plus  $24.95 
premium  in  1986.  Moreover,  the  Seniors  Plus  parent,  Group  Health,  Inc., 
priced  its  basic  TEFRA  Medicare  package  at  $9.95,  which  included  drugs  and 
other  expanded  benefits.  The  competing  high-option  HMO  premiums  ranged 
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between  $22-29  per  month. 

To  achieve  its  enrollment  target,  Kaiser  Medicare  Plus  II  avoided 
competing  against  itself  by  curtailing  the  marketing  of  its  TEFRA  Medicare 
Plus  I  product  in  Multnomah  County  until  the  S/HMO  enrollment  target  was  met. 
Kaiser  reasoned  that  if  the  S/HMO  and  TEFRA  option  were  simultaneously  offered 
to  Multnomah  County  Medicare  beneficiaries,  the  S/HMO  could  experience  an 
adverse  selection  (i.e.,  a  disproportionate  number  of  functionally  impaired 
elderly  would  enroll  in  the  S/HMO  option) .  Once  Medicare  Plus  II  achieved  its 
enrollment  objective  of  4,000  members,  Medicare  Plus  I  marketing  resumed  in 
Multnomah  County  in  the  fall  of  1986.  In  the  fall  of  1986,  when  Kaiser 
offered  a  choice  of  Medicare  Plus  I  for  $36  per  month  or  Medicare  Plus  II  at 
$49,  60  percent  of  the  new  enrollees  selected  Medicare  Plus  II.  Because  KP 
dominated  the  Portland  market  and  in  spite  of  its  high  premium  compared  to  the 
competing  TEFRA  HMOs  (with  about  $29  premiums) ,  the  S/HMO  achieved  its 
enrollment  and  demonstrated  that  it  was  competitive  with  Kaiser  Medicare  Plus 
I. 

It  should  be  noted  that  in  simultaneously  offering  Seniors  Plus  and  a 
TEFRA  risk  option  to  Twin  Cities  Medicare  beneficiaries,  the  S/HMO  and  its 
parent,  Group  Health,  Inc. ,  set  up  the  competitive  situation  that  Kaiser 
strategically  sidestepped. 

Daring  the  first  24  months  of  the  demonstration,  the  S/HMOs  in  the 
competitive  markets  realized  that  their  relatively  high  premiums  adversely 
affected  enrollment.  Seniors  Plus  reduced  its  premium  by  approximately  $5.00 
in  March  1986  but  still  remained  noncompetitive  with  available  TEFRA  HMO 
options  on  the  basis  of  price.  Experiencing  financial  difficulties  related  to 
high  start-up  and  administrative  costs,  SHP  determined  that  it  could  not 
afford  to  reduce  premium  revenue  although  it  developed  two  premium  options: 
the  regular  option  of  $40  including  dental  care,  and  a  $24.95  option  without 
dental  care  and  with  a  $2  physician  copayment  requirement  beginning  in  January 
1987. 

The  higher  S/HMO  premiums  in  the  competitive  markets  would  not 
necessarily  have  impeded  enrollment  had  the  demonstrations  effectively 
differentiated  their  expanded  benefit  package  from  other  Medicare  health 
insurance  products  and  precisely  identified  a  distinct  market  segment  among 
Medicare  beneficiaries  as  probable  S/HMO  purchasers.  While  Seniors  Plus  and 
SHP  attempted  to  differentiate  their  products,  using  a  multi-marketing 
strategy,  they  did  not  appear  to  be  successful  in  this  effort.  These  two 
S/HMO  demonstrations  had  major  difficulties  in  convincing  beneficiaries  that 
their  benefit  packages  were  superior  to  available  alternatives  and  justified 
the  higher  premiums. 

LACK  OF  PUBLIC  INFORMATION 

Interviews  of  key  senior  officials  and  community  leaders  in  each  of  the 
site  locations  18  months  after  the  S/HMOs  had  been  in  operation  and  marketing 
showed  a  considerable  lack  of  understanding  about  the  S/HMO  concept  along  with 
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confusion  as  to  how  the  S/HMO  was  different  from  the  competing  HMOs.  Even 
seniors  who  strongly  supported  the  S/HMOs  and  who  served  on  S/HMO  boards  or 
advisory  boards  were  unable  to  describe  the  unique  advantages  of  the  S/HMOs. 
Although  many  of  these  senior  officials  were  advocating  that  seniors  join  the 
S/HMOs,  the  advocates  were  not  effective  because  they  were  unable  to  explain 
the  benefits  or  value  of  joining.  Public  awareness  issues  were  explored  more 
fully  from  the  perspective  of  the  Medicare  beneficiaries  in  Chapter  3. 

In  Brooklyn,  several  community  leaders  recommended  that  their 
constituents  join  the  S/HMO  if  they  were  feeling  sick  or  frail.  Otherwise, 
they  suggested  that  seniors  wait  because  of  the  required  premium  and  because 
the  S/HMO  was  only  a  demonstration.  Similar  situations  were  found  in  Long 
Beach  and  Minneapolis.  In  Portland,  no  senior  leaders  or  community  leaders 
reported  being  aware  that  KP  was  offering  a  S/HMO  in  one  area  and  a  TEFRA  HMO 
in  another  area.  They  were  only  aware  that  KP  was  offering  a  plan  to  seniors. 
Thus,  the  KP  S/HMO  enrollment  did  not  indicate  a  demand  for  a  S/HMO  as  much  as 
a  demand  for  prepayment  and  a  willingness  to  join  KP. 

DEMONSTRATION  STATUS 

The  S/HMOs  were  required  by  HCFA  to  inform  the  public,  applicants,  and 
members  that  the  S/HMOs  were  demonstration  projects  limited  to  42  months.  The 
demonstration  status  was  reported  to  be  a  major  concern  by  many  consumers, 
particularly  at  SCAN  and  Elderplan,  where  the  S/HMOs  could  not  guarantee 
enrollment  beyond  the  demonstration  period.  Because  Kaiser  and  Group  Health 
had  TEFRA  risk  contracts  and  a  sizeable  Medicare  population,  they  were  able  to 
assure  S/HMO  enrollees  that  same  type  of  HMO  risk  coverage  would  be  provided 
after  the  demonstration,  even  if  the  chronic  care  benefits  were  not  continued. 

If  SCAN  and  Elderplan  did  not  continue  beyond  the  demonstration  period, 
their  members  would  have  to  seek  other  HMO  coverage  or  private  insurance. 
Same  elderly  individuals  were  reported  to  be  concerned  that  if  they  developed 
serious  illness  during  the  period,  they  would  not  be  eligible  for  private 
health  insurance  again.  They  would,  however,  be  able  to  join  another 
Federally  qualified  HMO,  since  such  HMOs  are  not  able  to  screen  members  from 
enrollment.  A  change  in  plans  would  likely  require  a  change  in  physicians. 
Although  the  extent  of  this  consideration  in  the  health  choice  of  individuals 
is  unknown,  many  ccfmmunity  leaders,  board  members,  participating  physicians, 
and  S/HMO  officials  expressed  the  view  that  this  uncertainty  was  a  major 
barrier  to  enrollment. 

MARKETING  S/HMOs 

It  was  possible  to  have  a  difficult  product  to  sell  with  high  premiums  in 
a  highly  competitive  market  and  yet  successfully  sell  the  product  through 
effective  marketing.  However,  the  experience  of  the  first  24  months  of  the 
S/HMO  demonstration  indicated  that,  with  the  exception  of  KP  Northwest, 
enrollment  problems  were  exacerbated  by  ineffectual  marketing  practices.  Some 
of  their  marketing  problems  were  subsequently  resolved  and  all  sites  either 
had  met  or  expected  to  meet  their  enrollment  targets  in  1988. 
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RESEARCH 

Research  conducted  by  SHP,  Elderplan,  and  Seniors  Plus  prior  to 
initiating  marketing  led  these  sites  to  believe  that  their  benefit  packages 
would  be  in  great  demand  and  that  minimal  resources  would  need  to  be  allocated 
to  marketing  and  selling  the  S/HMO.  The  results  and  interpretation  of  this 
marketing  research  appear  to  have  been  misleading. 

In  its  initial  marketing  research,  SHP  achieved  only  a  6  percent  response 
rate  to  an  independently  conducted  mail  survey.  Based  on  this  low  response 
rate,  SHP  concluded  that  demand  for  long  term  care  coverage  was  high  and  that 
roughly  four  out  of  10  long  Beach  beneficiaries  would  change  their  insurance 
and  physician  to  join  the  S/HMO.  Based  on  an  independent  telephone  survey  of 
352  Medicare  beneficiaries  with  a  respectable  88  percent  response  rate, 
Seniors  Plus  found  that  only  8  percent  of  respondents  reported  a  willingness 
to  change  their  insurance  coverage  and/or  physician.  Yet  Seniors  Plus  staff 
found  these  results  encouraging.  Having  conducted  a  survey  similar  to  that  of 
SHP  and  Seniors  Plus,  Elderplan  found  that  while  30  percent  of  individuals 
were  dissatisfied  with  the  costs  of  hospital  care,  physician  services,  and 
their  Medicare  supplemental  insurance,  while  only  14  percent  said  they  would 
be  willing  to  switch  coverage  or  physicians  to  join  the  S/HMO.  Elderplan 
found  the  14  percent  who  were  willing  to  change  encouraging  since  they  were 
attempting  to  reach  10  percent  of  the  population. 

These  initial  surveys  generally  did  not  ask  detailed  questions  about 
possible  consumer  decisions  relative  to  specific  plan  benefits  or  premium 
levels  and  did  not  probe  the  potential  impact  of  a  "lock-in"  requirement  or 
the  time-limited  demonstration  status  of  S/HMOs  on  potential  enrollment.  More 
importantly,  the  initial  research  generally  did  little  to  help  the 
demonstrations  identify  effective  advertising  themes,  nor  was  it  useful  in 
guiding  the  plans  in  making  critical  decisions  about  structuring  their  benefit 
packages,  setting  premium  levels,  and  choosing  acceptable  health  care 
providers.  Subsequent  marketing  research,  including  focus  groups,  was 
conducted  by  three  sites  after  they  experienced  difficulties  in  meeting 
enrollment  targets.  The  results  of  these  later  studies  were  used  in  refining 
advertising  strategies,  marketing  activities,  premiums,  and  benefit  packages. 

EXPERIENCE 

The  foundation  of  the  S/HMO  model  was  its  acute  care  prepaid  health  care 
delivery  system.  Kaiser  had  had  extensive  experience  in  such  marketing  — 
experience  gained  through  its  successful  Medicare  capitation  demonstration 
project  from  1980-1985  (i.e.,  Medicare  Plus  I).  Group  Health,  Inc.,  the 
Seniors  Plus  parent,  had  more  limited  experience.  The  Group  Health  TEFRA  risk 
contract  marketing  only  began  in  spring  1984,  and  most  of  its  enrollment  was 
gained  through  conversions  from  its  Medicare  Health  Care  Prepayment  Plan 
(HCPP)  contract.  The  other  S/HMO  sites  did  not  have  this  experience. 

Successful  marketing  of  the  S/HMO  at  KP  reflected  the  coordinated  efforts 
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of  the  director  of  the  S/HMO  demonstration  and  the  director  of  marketing, 
Kaiser  Foundation  Health  Plan.  Kaiser  Foundation  Health  Plan  marketing 
personnel  and  an  outside  artist  and  advertising  agency  translated  the  creative 
ideas  of  S/HMO  staff  into  sales  literature.  This  working  relationship  between 
the  S/HMO  demonstration  and  Kaiser  Health  Plan  marketing  was  an  outgrowth  of 
similar  efforts  to  market  Medicare  Plus  I  when  it  was  a  Medicare  capitation 
demonstration.  In  both  Medicare  Plus  I  and  Medicare  Plus  II,  special 
attention  was  paid  to  having  these  demonstrations  marketed  in  a  manner 
consistent  with  Kaisers'  overall  strategic  growth  objective  of  enrolling  the 
aged  in  numbers  proportionate  to  the  market  area's  aged  population. 

In  contrast  to  the  stability  and  continuity'  of  the  marketing  process  at 
Kaiser,  marketing  staffs  at  the  other  S/HMO  sites  lacked  health  care  marketing 
expertise,  and  high  turnover  rates  occurred.  For  example,  during  the  first  24 
months  of  the  demonstration,  Elderplan  had  3  marketing  directors,  Seniors  Plus 
had  3,  and  SHP  had  3. [12]  Except  at  Seniors  Plus,  this  turnover  reflected 
organizational  dissatisfaction  with  marketing  and  enrollment  success. 
Problems  with  and  confusion  over  how  to  position  creatively  the  S/HMO  product 
was  also  reflected  in  the  two  changes  in  advertising  agencies  employed  by  SCAN 
Health  Plan. 

AEft/ERTISING  STRATEGY 

A  review  of  S/HMO  advertising  material  revealed  that  KP  and  Elderplan 
decided  to  promote  the  demonstration  as  a  comprehensive  prepaid  health  plan 
whereas  marketing  at  SHP  and  Seniors  Plus  initially  emphasized  the  S/HMO 
chronic  care  benefits. 

These  marketing  strategies  appeared  logical.  Elderplan  faced  no  TEFRA 
HT*D  competition  in  its  market  and  needed  to  use  marketing  resources  to  inform 
Brooklyn  seniors  about  the  more  general  advantages  of  prepaid  health  care. 
Similarly,  KP's  desire  to  have  the  S/HMO  be  consistent  with  KP's  corporate 
objectives  argued  for  treating  the  demonstration  simply  as  a  new  offering, 
another  option  for  seniors  that  KP  was  willing  to  stand  squarely  behind.  By 
contrast,  SHP  and  Seniors  Plus  recognized  that  in  their  competitive  markets, 
the  S/HMO  concept  would  somehow  have  to  be  clearly  differentiated  from  TEFRA 
HMO  alternatives  if  it  was  to  sell.  In  this  sense,  SHP  and  Seniors  Plus  faced 
a  greater  marketing  challenge  than  the  other  demonstration  sites. 

In  selecting  its  name,  Medicare  Plus  II,  and  in  conceiving  its 
advertising  brochure,  KP  made  little  effort  to  differentiate  the  S/HMO  concept 
from  that  of  its  comprehensive  TEFRA  HMO,  Medicare  Plus  I.  This  demonstration 
banked  on  the  KP's  reputation  as  its  chief  marketing  tool.  S/HMO  promotional 
literature  focused  on  the  stability  of  the  KP  Health  Plan  and  the 
comprehensiveness  of  its  services.  It  was  clear  to  prospective  enrollees  that 
if  they  joined  Medicare  Plus  II,  they  would  be  full  KP  Health  Plan  members. 

The  primary  message  promoted  by  Elderplan  in  its  plan  brochure  was  the 
availability  of  comprehensive  care.  The  demonstration  did  not  highlight  the 
availability  of  expanded  long  term  care  coverage.  Elderplan  was  presented  as 
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a  health  plan  alternative  to  standard  Medicare  coverage  (i.e.,  "Take  the  Worry- 
Out  of  Medicare:  Add  Health  to  Your  Years") .  In  promoting  its  message, 
Elderplan  faced  the  additional  problem  that  many  Brooklyn  seniors  were 
unfamiliar  with  the  HMO  concept.  Moreover,  if  they  knew  about  HMOs,  their 
knowledge  was  probably  gained  from  experience  with  HEP.  Since  Elderplan  did 
not  want  to  be  identified  with  HIP,  it  did  not  attempt  to  identify  itself  as 
an  HMO.  While  the  initial  interest  in  Elderplan  was  favorable,  actual 
enrollment  was  low. 

Beginning  in  the  sixth  quarter,  Elderplan  began  a  new  marketing  and 
enrollment  campaign  that  was  associated  with  a  steady  increase  in  enrollment. 
The  themes  for  this  campaign  included:  "You've  Worked  Hard  All  Your  Life; 
Find  Out  the  One  Health  Plan  That  Keeps  Seniors  Well  and  Well  Covered;"  and 
"Elderplan  —  the  Neighborhood  Health  Plan."  The  plan  also  launched  a  direct 
ad  attack  on  its  major  competitor  with:  "Blue  Cross-Blue  Shield  the  Best 
Medicare  Supplement  Around.  Right?  Wrong!"  These  themes  were  considered  by 
Elderplan  to  be  partially  responsible  for  the  improvement  in  enrollment  rates. 

Both  SHP  and  Seniors  Plus  emphasized  the  long  term  care  theme  in  their 
promotional  literature.  Seniors  Plus  marketing  material  initially  reflected 
the  difficulty  of  positioning  the  S/HMO  product  in  the  competitive  Twin  Cities 
market.  For  example,  while  one  brochure  contained  pictures  of  attractive 
older  couples  with  no  apparent  impairments,  most  materials  focused  on  long 
term  care.  One  brochure  showed  an  overweight,  smiling  woman  being  cared  for 
at  home  and  another,  showed  a  woman  recuperating  at  heme  with  her  foot  in  a 
cast.  The  Seniors  Plus  ad  themes  included:  "Introducing  the  Newest 
Alternative  to  a  Nursing  Home:  Your  Home";  "The  Health  Plan  You've  Waited  a 
Lifetime  For";  and  "A  Seniors  Plan  That  Helps  Preserve  Your  Health  and 
Independence."  Although  Seniors  Plus  also  advertised  the  comprehensiveness  of 
its  benefits  and  other  HMO-related  messages  (e.g. ,  elimination  of  confusing 
paperwork,  ability  to  choose  from  over  200  Group  Health  physicians,  preventive 
health  care) ,  home  care/long  term  care  was  the  principal  theme. 

In  contrast,  the  Group  Health,  Inc.  TEFRA  HMO  plan,  Seniors,  marketed 
simultaneously  with  the  S/HMO,  was  similar  in  tone  to  Kaiser  Medicare  Plus  II: 
"If  you  join  Seniors,  you  have  all  the  benefits  of  being  a  member  of  Group 
Health,  Inc."  The  message  contained  in  Group  Health  advertising  was  that  the 
TEFRA  risk  contract  was  for  active  healthy  older  persons,  an  image  fostered  by 
the  other  Twin  Cities  TEFRA  HMOs  as  well.  The  message  appeared  to  be  clear 
and  the  enrollment  doubled  (see  Figure  3) .  In  contrast,  the  plan  image 
fostered  in  Seniors  Plus  marketing  materials  was  confusing:  was  this  option 
for  all  seniors  or  for  older  persons  in  need  of  long  term  care?  If  it  was  for 
all  seniors,  then  what  differentiated  it  from  the  Group  Health  TEFRA  risk 
contract  and  other  TEFRA  HMOs  in  the  area? 

Like  Seniors  Plus,  SHP  attempted  to  differentiate  itself  through  a  health 
care  protection  theme.  In  its  brochure,  "Presenting  a  Better  Health  Package 
for  Long  Beach  Seniors,"  SHP  advertised  better  care  against  "devastating 
financial  effects  of  long  term  illnesses."  After  this  campaign  appeared  to 
meet  with  little  success,  SHP  also  decided  in  summer  1985  to  use  a 
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confrontational  advertising  campaign  against  its  major  competitor,  FHP,  Inc. 
In  newspaper  advertisements  that  ran  over  a  six-month  period,  SHP  used  ads 
saying  "Don't  Be  Herded  into  the  Wrong  Senior  Health  Plan"  and  "We  Treat 
Patients  Like  People".  These  campaigns  implied  that  FHP  enrollees  were 
dissatisfied  with  the  care  they  had  been  receiving.  In  contrast,  the  FHP 
marketing  message,  "Premium  Health  Care  Without  the  Premiums,"  appealed  to 
active  healthy  seniors  and  to  persons  who  could  not  afford  to  pay  large 
out-of-pocket  premiums  for  Medicare  supplemental  insurance. 

The  consensus  of  HMD  competitors  and  consumer  representatives  interviewed 
was  that  SHP's  anti-FHP  campaign  was  confusing  (some  felt  SCAN  members  were 
being  herded  into  the  plan)  and  ineffective  in  either  attracting 
fee-for-service  beneficiaries  or  in  encouraging  FHP  members  to  switch  to  SHP. 
In  1986,  SCAN  moved  to  advertising  themes  that  stated:  "We  Take  Care  of  You 
at  Home;  We  Make  House  Calls  and  Protect  Your  Nest  Egg."  These  themes  still 
primarily  emphasized  long  term  care  services  and  insurance  advertising  themes 
and  seemed  to  have  little  appeal  to  seniors. 

ACTIVITIES 

Kaiser  Permanente  did  not  use  television  and  media  advertising  to  promote 
the  S/HMO  demonstration  as  it  did  in  marketing  Medicare  Plus  I,  but  relied 
almost  exclusively  on  direct  mail  and  community  presence.  KP's  marketing  plan 
had  two  parts  (see  Table  4) .  First,  KP  conducted  a  direct  mail  campaign  to 
approximately  75,000  Medicare  beneficiaries  in  Multnomah  County.  This  mailing 
resulted  in  a  10  percent  response  and  of  these,  a  20  percent  closure  rate 
(i.e.,  2  percent  joined  Medicare  Plus  II).  The  second  part  of  KP's  marketing 
approach  was  to  convert  existing  KP  members  from  the  KP  Medicare  cost 
contract.  KP's  focus  on  converting  at  least  2000  cost  contract  members  was 
further  motivated  by  the  2  to  1  conversion  rule  (for  every  2  conversions,  1 
new  enrollee)  under  the  1982  TEFRA  regulations  repealed  by  OHRA  (1986) .  KP 
had  a  strong  response  rate  with  its  mailings  to  cost  contract  members  (19%  of 
4300  members  decided  to  convert  to  Medicare  Plus  II  during  the  second 
quarter) .  KP  did  not  direct  any  Medicare  Plus  II  marketing  to  the  members  of 
the  KP  Medicare  Plus  TEFRA  risk  contract  living  in  Multnomah  County.  Although 
there  was  no  restriction  to  prevent  Plus  I  members  from  switching  into 
Medicare  Plus  II,  few  of  them  did  so. 

In  the  third  quarter,  after  Medicare  Plus  II  became  operational  and 
enrollment  was  only  1,780,  KP  realized  that  without  additional  marketing 
efforts,  the  enrollment  target  would  not  be  met.  In  the  fourth  quarter,  KP 
conducted  a  second  direct  mail  campaign  to  11,000  persons  aged  65-67  and  to 
3 ,  000  KP  cost  contract  members  (Table  4 ) .  These  efforts  resulted  in  meeting 
its  target  by  the  sixth  quarter,  primarily  by  obtaining  conversion  members. 

In  contrast  to  KP,  the  other  demonstrations  had  great  difficulty  in 
marketing  the  S/HMO.  Based  on  their  research,  these  groups  believed  there  was 
such  great  demand  for  the  S/HMO  product  that  it  would  sell  itself.  The  S/HMDs 
had  confidence  in  the  initial  marketing  materials  which  they  had  developed. 
As  they  realized  this  was  not  the  case,  marketing  efforts  increased 
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substantially  at  all  three  sites. 

Elderplan  also  relied  heavily  on  direct  mil  (see  Table  5) .  During  the 
first  nine  months  of  the  program,  the  plan  mailed  over  400,000  information 
packets  to  area  seniors,  resulting  in  approximately  15,000  application 
requests.  In  conducting  this  direct  mail  campaign,  Elderplan 's  inexperience 
in  marketing  was  evident  —  the  telephone  numbers  of  callers  for  application 
kits  were  not  obtained,  making  it  extremely  difficult  to  pursue  these  leads 
and  convert  them  to  sales  through  tele-marketing  follow-up.  The  plan  had  a 
marketing  director  and  associate,  but  no  sales  representatives  or  enrollment 
counselors  to  handle  the  inquiries  after  the  mailings.  While  the  initial 
interest  in  Elderplan  was  2.5-5  percent  from  the  mailing,  Elderplan  failed  to 
enroll  many  who  indicated  interest. 

After  the  first  12  months,  Elderplan  reassessed  its  marketing  strategy 
because  it  had  enrolled  a  net  of  only  770  beneficiaries.  The  plan  increased 
its  direct  mail  and  advertising  efforts,  hired  a  new  marketing  director,  and 
trained  a  sales  staff  and  a  marketing  coordinator.  These  staff  changes 
improved  the  ability  of  Elderplan  to  enroll  members.  The  General  Director 
directly  managed  the  new  effort  which  also  involved  telemarketing,  newspaper 
and  radio  advertising,  senior  salespersons,  and  expanded  cxammunity 
presentations . 

Seniors  Plus  also  used  direct  mail  advertising  but  did  not  begin  until 
its  third  operational  quarter,  and  then  to  only  11,700  persons  (10  percent  of 
Medicare  eligibles  in  the  market)  (see  Table  6) .  Only  0.7  percent  of  persons 
contacted  during  this  mailing  enrolled.  Initially,  Seniors  Plus  had  hoped  to 
attract  members  from  GHI  and  Ebenezer  with  a  minimal  marketing  effort.  There 
was  also  a  delay  in  the  first  three  months  when  the  project  changed  its  name 
to  Seniors  Plus  and  new  marketing  materials  were  developed. 

During  the  third  quarter,  Seniors  Plus  assessed  its  marketing  approach 
because  enrollment  stood  at  only  340  persons.  Seniors  Plus  decided  to  expand 
its  service  area,  increase  the  budget  for  mass  media  advertising,  increase  the 
number  of  sales  presentations  to  community  groups,  and  continue  to  rely  on 
direct  mail.  In  spite  of  these  plans,  Seniors  Plus  conducted  a  limited 
marketing  and  direct  mail  effort  because  they  claimed  they  had  little 
confidence  in  their  marketing  materials  and  were  reluctant  to  spend  money  on 
large-scale  advertising  campaigns  without  knowing  who  was  being  attracted  to 
the  S/HMO  and  what  features  of  the  plan  were  appealing  to  enrollees. 

Internal  management  disputes  at  Group  Health  were  reported  to  have  played 
a  primary  role  in  these  initial  delays  in  marketing  the  S/HMO.  A  change  in 
leadership  of  Group  Health  cccurred  after  the  S/HMO  had  been  approved  so  the 
project  was  reassessed  but  not  given  a  high  priority  and  marketing  resources 
were  not  allocated.  Some  Group  Health  managers  were  concerned  about  adverse 
selection  in  Seniors  Plus  in  market  competition  with  Seniors.  Others 
indicated  that  Group  Health  lost  money  on  every  S/HMO  enrollee  (because  the 
premiums  were  set  low  to  be  competitive  with  other  HMOs)  and  made  money  on 
every  Seniors  enrollee.  Therefore,  initially  the  clear  preference  of  the 
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organization  appeared  to  be  to  feature  Seniors  and  to  limit  advertising  of 
Seniors  Plus. 

It  was  not  until  16  months  after  Seniors  Plus  began  operations  that  it 
initiated  a  large-scale  direct  mail  campaign.  After  pilot  testing  three 
similar  brochures  (all  with  long  term  care  messages)  on  groups  of  10,000  older 
persons,  one  information  flyer  was  sent  to  over  100,000  persons  in  May  1986. 
In  spite  of  continuing  large-scale  direct  mailings  in  spring  1986,  the 
response  of  only  88  new  members  (the  remainder  of  new  enrollees  were 
conversions)  was  disappointing.  In  addition  to  direct  mail,  Seniors  Plus  used 
newspaper  and  radio  advertising  and  hired  a  telemarketing  firm  in  spring  1986. 
The  direct  mail  efforts  were  then  significantly  reduced  in  the  last  two 
quarters  of  1986.  After  24  months,  total  net  enrollment  was  only  1,688 
persons.  Seniors  Plus  attributed  its  failure  to  a  saturated  market  and  a 
product  of  little  interest.  Other  contributing  problems  appeared  to  be  that 
its  marketing  messages  of  long  term  care  did  not  appeal  to  the  elderly,  and 
that  the  direct  mail  efforts  primarily  c>ccurred  during  one  quarter  of  the 
two-year  period. 

Group  Health  advertising  of  its  TEFRA  Seniors  stands  in  contrast  to  the 
Seniors  Plus  effort,  because  Seniors  marketing  primarily  used  the  media  — 
newspapers  and  radio  —  and  did  not  rely  on  direct  mail.  Greater  resources 
were  invested  in  the  marketing  effort  for  Seniors  and,  as  noted  above,  the 
marketing  message  for  Seniors  was  geared  toward  comprehensive  services  for 
active  healthy  persons.  The  result  was  that  the  enrollment  in  Seniors  doubled 
during  the  period,  and  other  senior  HMDs  also  continued  to  grow  in  the  area 
during  the  period  (see  Figure  5) . 

SCAN  conducted  a  series  of  quarterly  direct  mail  campaigns  to  almost 
200,000  persons  during  the  first  12  months  of  the  demonstration  (see  Table  7) . 
The  overall  response  to  these  mailings  was  less  than  one  percent.  The  direct 
mail  effort  was  reduced  during  the  second  year  to  about  112,000  mailings, 
including  homeowners  and  Medicaid  members.  In  addition  to  direct  mail,  SCAN 
made  a  number  of  presentations  to  senior  citizen  groups  and  used  extensive 
newspaper  advertising.  SCAN  did  not  test  different  marketing  materials  and 
approaches  in  either  ads  or  mailings.  The  mailing  materials  described  above 
were  not  attractive  in  appearance  or  message  as  judged  by  the  S/HMO 
evaluators.  Efforts  to  target  special  groups  were  limited  to  homeowners, 
Medical  members,  and  individuals  with  Blue  Cross/Blue  Shield  supplemental 
policies.  Overall,  SCAN  marketing  efforts  were  limited  and  unfocused. 
Because  of  its  limited  geographical  area  and  the  high  costs,  SHP  was  not  able 
to  use  television,  although  cable  television  was  later  utilized.  In  contrast, 
FHP  as  the  major  competing  TEFRA  HMO  in  the  area  did  not  use  direct  mail,  but 
used  extensive  amounts  of  television,  newspaper  advertising,  radio,  special 
community  meetings,  and  letters  from  physicians.  The  broad-based  and  highly 
aggressive  marketing  by  the  FHP  overwhelmed  the  direct  mail  activities  used  by 
SCAN. 
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Group  Marketing 

S/HMO  marketing  efforts  generally  focused  on  convincing  individuals  to 
select  an  alternative  to  standard  Medicare  coverage.  At  the  same  time,  the 
S/HMOs  were  attempting  to  influence  employer  and  union  representatives  to 
offer  the  demonstration  as  a  retiree  group  benefit.  The  competing  TEFRA  HMOs 
estimated  that  about  10  percent  of  their  Medicare  members  were  enrolled 
through  retiree  group  contracts. 

Elderplan  worked  particularly  hard  to  convince  the  Brooklyn  Union  Gas 
Company  (the  largest  employer  in  the  Borough) ,  New  York  Telephone,  and  the  New 
York  State/City  Employee  Benefit  Programs  to  offer  Elderplan  as  a  benefit 
option  for  their  retirees.  Elderplan  found  that  the  obstacles  to  marketing 
the  S/HMO  to  these  groups  were  formidable.  The  three  principal  impediments  to 
group  marketing  were  Elderplan' s  limited  service  area  (i.e.,  retirees  living 
in  Queens  or  other  Brooklyn  zipcode  areas  could  not  join) ,  the  time-limited 
demonstration  status  of  the  project;  and  the  relatively  limited  physician 
choice.  At  the  end  of  24  months,  Elderplan  had  only  signed  the  New  York  State 
retirees  group  and  had  7  group  enrollees  out  of  200  members  in  the  area. 

Kaiser  Permanente  experienced  a  similar  problem  in  trying  to  market  the 
S/HMO  to  Portland's  largest  employer,  Techtronics,  Inc.  and  to  the 
Longshoremans  Union  because  only  Multnomah  County  beneficiaries  were  eligible 
to  join.  Techtronics  did  elect  to  offer  retiree  membership  to  one  of  the 
competing  HMO  plans  in  the  area  rather  than  KP.  KP  only  had  47  group  members 
(1%)  out  of  its  total  S/HMO  enrollment  at  the  end  of  the  first  24  months. 

During  the  first  24  months,  SHP  was  able  to  develop  three  eligible  small 
group  policies  for  retirees  with  only  a  few  enrollees.  SHP  focused  its  group 
marketing  efforts  in  the  McDonnell  Douglas  Corporation,  which  had  an  estimated 
5,000  eligible  retirees  in  the  long  Beach  area.  This  effort  was  impeded 
because  the  company  did  not  want  to  offer  a  plan  that  only  served  persons  over 
65,  that  is,  not  having  a  commercial  HMO  so  that  the  employer  could  use  one 
organization  for  all  its  members.  They  urged  SHP  to  join  forces  with  another 
HMO  with  an  under-65  enrollment.  After  one  year  of  negotiations,  SHP  obtained 
a  contract  with  McDonnell  Douglas  in  conjunction  with  the  Health  Plan  of 
America  HMO.  This  plan  was  finally  made  available  to  about  1,000-1,500 
enrollees  after  January  1987,  but  enrolled  only  approximately  130  new  members. 
Eventually  SHP  reported  having  5%  of  its  members  enrolled  through  group  plans. 

Seniors  Plus  was  relatively  successful  in  group  marketing.  Between  March 
and  August  1986,  however,  Seniors  Plus  was  not  allowed  by  HCFA  to 
differentiate  between  individuals  and  groups  in  its  queuing  procedures. 
During  that  period,  potential  group  contractors  objected  to  the  Seniors  Plus 
queuing  provisions  that  screened  and  limited  the  numbers  of  severely  impaired 
persons  who  could  enroll  (to  no  more  than  5%  severely  impaired) .  Employers 
wanted  their  severely  impaired  retirees  to  be  able  to  bypass  the  queue.  Prior 
to  March  1986  and  after  September  1986,  Seniors  Plus  enrolled  549  members  or 
approximately  one-third  of  their  total  enrollment  through  11  retiree  groups. 
The  largest  number  of  group  members  came  from  Federal  retirees  and  the 
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University  of  Minnesota  retiree  group. 

Medicaid  Marketing 

The  minimal  Medicaid  marketing  efforts  at  all  four  sites  had  extremely 
limited  responses.  KP  conducted  two  direct  mailings  to  Medicaid  members  in 
the  fifth  and  sixth  quarters  of  the  project,  but  with  limited  success. 
Elderplan  conducted  direct  mailings  of  15,000  in  March  1986  and  of  21,095  in 
June  1986.  The  response  was  only  332  to  the  last  mailing,  and  enrollments 
were  low. 

Seniors  Plus  also  had  no  success  in  enrolling  Medicaid  members.  The  plan 
mailed  to  about  3,500  Medicaid  noninstitutionalized  elderly  in  October  1985 
and  again  in  the  spring  of  1986.  The  plan  also  mailed  brochures  to  300 
Medicaid  elderly  in  Ebenezer  nursing  homes.  These  mailings  had  such  a  poor 
response  that  senior  officials  felt  there  was  no  reason  to  continue  marketing. 
Meanwhile  the  state  Medicaid  agency  assumed  responsibility  for  the  marketing 
of  all  competing  plans  (using  a  private  contractor)  during  the  period  of 
November  1986  through  January  1987. 

SCAN  did  its  first  direct  mailing  to  9,000  Medicaid  members  living  in 
their  area  during  the  third  quarter  of  1985.  This  mailing  resulted  in  only  54 
new  Medicaid  members  during  that  quarter  and  39  new  members  in  the  following 
quarter.  A  second  direct  mailing  was  sent  to  S,000  Medicaid  members  in  the 
summer  (the  seventh  quarter)  of  1986,  and  again  only  35  members  joined  in  that 
quarter. 

SHMO  representatives  believed  that  the  poor  Medicaid  enrollment  was 
related  to  the  lock-in  feature  of  the  plan,  the  lack  of  incentives  to  join, 
the  wide  availability  of  private  practitioners  to  accept  Medicaid  patients  in 
those  areas,  the  coverage  of  all  copayments,  and  other  factors.  In  addition 
to  these  factors,  the  advertising  materials  used  may  not  have  been  appealing 
since  they  were  not  particularly  tailored  to  the  Medicaid  group,  except  for 
the  explanation  of  the  benefits  and  the  lack  of  premiums.  Marketing  materials 
generally  did  not  stress  the  particular  advantages  for  Medicaid  members  in 
terms  of  quality  of  care,  access,  continuity  of  care,  and  personal  attention 
(and  6-month  guaranteed  Medicaid  coverage  in  New  York) .  Direct  marketing 
presentations  were  also  generally  not  conducted  at  geographical  locations 
where  Medicaid  recipients  lived  or  congregated. 

In  addition,  New  York  Medicaid  officials  were  concerned  that  the  poor 
enrollment  in  Brooklyn  may  have  been  due  to  the  location  of  the  Elderplan 
physician  group  in  a  middle-class  area,  and  the  failure  to  develop  clinic 
sites  in  the  heavily  populated  Medicaid  areas  on  the  periphery  of  the  service 
area. 

Marketing  Budgets 

Except  for  KP,  all  initial  S/HMO  marketing  budgets  proved  inadequate. 
Tables  4-7  summarize  marketing  expenditures  over  the.  first  24  months  of  the 
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demonstration . 

The  lack  of  marketing  expenditures  was  most  acute  at  Seniors  Plus, 
particularly  during  its  first  12  months  (see  Table  6) .  Because  Seniors  Plus 
did  not  anticipate  any  difficulty  in  enrolling  beneficiaries,  the  plan  set 
aside  only  $181,000  for  marketing.  Even  when  marketing  expenditures  were 
increased  dramatically  during  the  spring  of  1986,  the  response  was  minimal. 
Although  total  expenditures  increased  to  about  $800,000  during  the  first  24 
months,  the  increase  represented  a  marketing  cost  of  only  about  $470  per 
enrollee.  Discounting  the  number  of  S/HMO  enrollees  who  converted  from  the 
Group  Health,  Inc.  TEFRA  HMO,  marketing  costs  soared  to  $1,650  for  every  new 
enrollee.  Having  projected  spending  approximately  2  percent  of  its  revenue  on 
marketing,  Seniors  Plus  actually  spent  20  percent  of  revenue  on  marketing 
during  its  first  24  months  and  still  met  with  limited  success.  In  contrast, 
Group  Health  reportedly  allocated  significantly  more  resources  to  Seniors  for 
marketing.  The  marketing  for  Seniors  focused  on  newspapers  and  radio  messages 
that  were  more  expensive  than  the  direct  mail  approach  used  by  Seniors  Plus. 

Elderplan's  total  marketing  salary  and  advertising  budget  averaged  around 
$170,000  per  quarter,  over  $1  million  for  the  first  18  months,  and  $1.6 
million  in  24  months  (see  Table  5) .  These  expenditures  represented  about  $640 
per  enrollee.  The  initial  marketing  expenditures  were  not  related  to 
enrollment  success,  but  during  the  second  year,  enrollment  began  to  climb 
steadily. 

SHP  marketing  expenditures  were  similar  to  those  of  Elderplan  (see  Table 
7) .  By  the  end  of  the  first  24  months,  SCAN  had  spent  over  $1  million  an 
marketing,  representing  about  $439  per  enrollee.  Of  the  total  marketing 
expenditures,  53  percent  was  spent  on  marketing  staff.  Of  the  total  SHP 
marketing  staff,  two  were  marketing  and  public  relations  directors  and  the 
remaining  staff  were  sales  representatives  and  support  staff. 

In  contrast  to  the  other  sites,  KP  reported  total  staff  and  advertising 
expenditures  for  marketing  of  $139,000  for  the  first  24  months.  This 
represented  approximately  $32  per  enrollee  (see  Table  4) .  KP's  expenditures 
were  significantly  less  than  those  of  the  other  S/HMO  projects,  which  could  be 
accounted  for  by  a  number  of  factors.  These  included  less  marketing 
competition  in  the  area,  a  focused  direct  mail  approach,  the  large  name 
recognition  of  KP  in  the  area,  greater  expertise  of  KP  in  marketing  to  the 
elderly,  organizational  efficiencies,  and  the  ability  to  convert  KP  members 
from  its  cost  contract. 

It  should  be  noted  that  during  the  first  24  months,  only  KP  had  a  full 
risk-sharing  arrangement  with  HCFA.  For  the  other  three  S/HMOs,  once  each 
SHMO  reached  its  risk  ceiling  of  $250,000-500,000  annually,  Medicare  and 
Medicaid  paid  for  all  losses.  Thus,  the  marketing  expenditures  were  directly 
paid  for  by  HCFA  for  three  sites.  This  gave  the  sites  little  incentive  to  be 
cost  effective  in  testing  and  targeting  their  advertising  efforts.  Seniors 
Plus  did  conduct  extensive  testing  of  same  of  its  products,  but  still  had 
difficulty  in  achieving  its  desired  effects  from  their  advertising  materials. 
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In  contrast  to  the  S/HMOs,  most  competing  TEFRA  HMDs  studied  had  large 
budgets  for  advertising  to  Medicare  beneficiaries.  This  finding  was 
consistent  with  data  from  Florida  Medicare  risk  contractors  who  used  about  6 
percent  of  their  total  expenditures  on  marketing  (U.S.  General  Accounting 
Office  (GAO),  1986).  langwell  et  al.  (1986)  also  found  that  the  TEFRA 
demonstration  projects  had  sizeable  marketing  budgets,  and  a  relationship 
appeared  to  exist  between  larger  marketing  budgets  and  larger  enrollments. 

The  competing  TEFRA  HMO  marketing  budgets  appeared  to  be  substantially 
higher  than  the  S/HMO  marketing  budgets  in  the  more  competitive  markets  of  Los 
Angeles  and  Minneapolis.  Even  the  older  and  better  established  TEFRA  HMOs  had 
sizeable  marketing  budgets  in  Los  Angeles  and  Minneapolis.  In  Southern 
California,  two  plans  reportedly  spent  over  $1  million  in  advertising  within 
the  first  6  months  after  their  initial  enrollment  activities  began.  Another 
reported  spending  over  $3  million.  One  large  TEFRA  HMO  competitor  of  SHP 
reported  targeting  15  percent  of  their  expected  revenues  for  marketing.  The 
large  Medicare  HMOs  in  Minnesota  had  comparable  advertising  budgets,  although 
some  plans  had  more  modest  budgets  of  around  $300,000  per  year.  The  competing 
plans  that  used  the  television  media  had  significantly  higher  expenses. 

Elderplan  argued  that  the  high  costs  were  necessitated  by  the  negative 
attitude  of  New  Yorkers  to  HMOs  and  the  newness  of  the  HMO  concept.  They 
argued  that  the  1986  marketing  expenditures  of  over  $10  million  by  competing 
HMOs  for  less  than  100,000  new  members  indicated  how  difficult  it  was  to 
penetrate  this  market. 

DISCUSSION 

This  chapter  explores  a  number  of  factors  considered  to  be  associated 
with  the  successful  enrollment  of  KP  Medicare  Plus  II  and  the  poor  enrollment 
of  the  other  three  S/HMOs  during  the  first  24  months. 

Large,  long-standing  HMOs  like  KP  with  previous  TEFRA  demonstration 
project  experience  may  be  more  able  to  market  successfully  the  S/HMO  project 
than  new,  inexperienced  HMOs.  However,  Group  Health,  for  a  variety  of 
reasons,  was  not  able  to  capitalize  on  its  size,  age,  and  well-established 
reputation  in  meeting  its  S/HMO  enrollment  targets.  The  competitive  market 
and  GHI's  late  entry  into  the  elderly  market  compared  with  other  HMOs  in  its 
area  were  two  such  reasons. 

Provider  networks  are  important  features  in  marketing  HMOs  and  S/HMOs. 
Limited  physician  and  hospital  services  in  comparison  to  other  available 
resources  in  the  community  were  particular  problems  for  three  S/HMOs.  The 
S/HMOs  with  limited  numbers  of  physicians  were  at  a  disadvantage  in  providing 
access  to  services  and  convincing  seniors  to  switch  physicians.  The  limited 
geographical  location  of  physicians  and  hospitals  also  appeared  to  be  a 
concern.  The  reputation  of  the  providers  was  another  important  factor  in 
marketing  appeal. 
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The  competitive  market  environment,  especially  in  Long  Beach  and 
Minneapolis,  was  a  major  factor  negatively  affecting  S/HMD  enrollment.  The 
large  number  of  competing  plans  and  high  market  penetration  in  these  areas 
created  major  marketing  disadvantages  to  the  S/HMDs.  The  effect  of  the 
competition  was  not  predicted  in  the  early  planning  stages  as  the  S/HMDs  were 
delayed  a  year  in  1984  while  many  HMD  risk  contract  demonstrations  were  being 
introduced  or  expanding.  By  1985,  the  S/HMDs  faced  TEFRA  HMD  competitors  that 
had  already  enrolled  large  numbers  of  elderly  persons.  Timing  in  the  market 
was  favorable  for  KP  S/HMD  which  entered  before  its  competition  began  to 
emerge. 

The  issue  of  the  effect  of  marketing  a  S/HMD  and  a  TEFRA  HMD 
similtaneously  was  not  resolved.  KP  avoided  marketing  its  two  plans  in  the 
same  market  area  until  the  S/HMD  reached  its  marketing  target.  When  dual 
choice  was  offered  by  KP,  the  S/HMD  received  a  higher  percentage  of  new 
enrollments.  The  low  enrollment  in  Seniors  Plus  in  comparison  with  its  TEFRA 
Seniors  plan,  both  of  which  were  marketed  similtaneously,  appeared  to  be 
related  to  several  factors,  including  substantial  differences  in  premium 
prices  as  well  as  differences  in  marketing  messages,  advertising  approaches, 
and  relative  resources  allocated  to  marketing.  Seniors  Plus  did  have  the 
advantage  of  converting  some  of  its  elderly  members  to  its  plan,  like  Kaiser 
Permanente. 

All  of  the  S/HMD  demonstration  projects  were  at  a  significant 
disadvantage  as  compared  with  the  competition  because  of  their  geographical 
market  areas.  Group  enrollment  was  limited  (except  at  Seniors  Plus)  because 
employers,  and  particularly  union  representatives,  were  seeking  broad 
geographical  coverage  to  assure  that  all  their  Medicare  members  would  have 
access  to  the  same  coverage.  Competing  HMD  risk  contractors  all  used  broad 
geographical  target  areas  that  allowed  for  more  effective  use  of  mass 
newspaper,  radio,  and  television  media  in  their  marketing. 

Premium  prices  appeared  to  be  an  important  barrier  to  in  S/HMD  enrollment 
in  the  competitive  market  areas  (long  Beach  and  Minneapolis/St.  Paul) .  The 
S/HMD  premiums  were  somewhat  higher  than  those  of  the  HMD  competition  in  their 
areas,  even  high-option  TEFRA  plans.  Prices  may  have  been  even  more  important 
where  employer  retirement  benefits  were  limited,  as  in  Minneapolis  and 
Portland.  The  price  competition  appeared  to  be  even  more  important  for  new 
Medicare  HMDs  and  S/HMDs  with  little  name  recognition,  which  probably  needed 
to  be  able  to  meet  the  lowest  market  prices  in  an  area  in  order  to  compete 
effectively. 

Two  S/HMDs  (Medicare  Plus  II  and  Elderplan)  did  not  attempt  to 
differentiate  their  benefits  from  those  of  basic  and  high-option  TEFRA  HMDs  in 
the  area.  Seniors  Plus  and  SHP  did  attempt  to  differentiate  their  benefits 
but  had  little  success  with  this  effort.  Generally,  senior  representatives, 
providers,  employers,  unions,  and  community  leaders  knew  little  about  S/HMD 
benefits  and  could  not  distinguish  them  from  competing  TEFRA  plans.  Also, 
most  senior  leaders  associated  with  S/HMDs  in  the  ccmmunity  did  not  understand 
what  issues  were  being  tested  by  the  demonstration. 


-43- 


Only  two  S/HMOs  developed  advertising  messages  emphasizing  long  term  care 
benefits,  and  these  two  had  low  enrollments.  Such  messages  appeared 
confusing,  implying  that  S/HMOs  were  not  for  the  typical  healthy  elderly 
person.  With  so  many  other  problems  in  marketing  the  S/HMOs,  it  was  unclear 
whether  or  not  the  message  was  the  wrong  one  for  attracting  enrollees  or 
whether  the  high  premiums  in  comparison  to  TEFRA  HMDs,  limited  benefits  in 
comparison  to  some  long  terra  care  plans  (which  are  allowed  to  screen) , 
provider  services,  geographic  limitations,  inexperience,  and  other  factors 
such  as  the  competitive  environment  were  the  major  factors  limiting 
enrollment. 

Initially,  the  demonstrations  did  not  fully  appreciate  the  problems  of 
marketing  a  new  product.  Except  at  Elderplan,  they  failed  to  plan  sizeable 
marketing  budgets  in  the  first  six  months  and  did  not  fully  anticipate  the 
marketing  efforts  of  their  competition.  Almost  a  full  year  of  operation  had 
elapsed  before  the  three  S/HMOs  recognized  the  limitations  of  their  marketing 
activities  and  budgets.  Although  they  began  to  increase  their  marketing 
efforts  at  that  time,  the  funds  appeared  to  be  spent  too  late  to  achieve  the 
target  goals  in  the  first  24  months.  Since  that  time  marketing  efforts  have 
begun  to  pay  off  and  have  either  met  or  expect  to  meet  their  targets  in  1988. 

Reflective  of  these  budget  decisions,  the  S/HMOs  with  enrollment  problems 
initially  did  not  utilize  aggressive  and  sophisticated  marketing  practices  in 
comparison  to  the  TEFRA  HMOs,  particularly  in  competitive  market  areas.  The 
most  successful  Medicare  HMOs  utilized  an  active  multimedia  approach, 
cx3tibining  television,  newspaper  advertising  (especially  in  senior 
publications) ,  radio,  direct  mail,  special  seminars,  and  letters  from 
physicians  encouraging  enrollment.  The  S/HMO  marketing  efforts,  in  contrast, 
relied  almost  solely  on  direct  mail  from  the  HCFA  Medicare  eligibility  lists 
and  telemarketing,  with  little  use  of  mass  media. 

In  summary,  after  their  first  2  years  of  operation,  three  of  the  S/HMOs 
had  to  confront  a  formidable  challenge  in  establishing  themselves  as  viable 
health  plans  within  their  communities.  They  have  achieved  enrollment  levels 
adequate  for  exploring  and  testing  many  of  the  broad  health  policy  questions 
originally  posed  by  the  demonstration,  and  their  enrollment  has  continued  to 
grow. 

On  the  other  hand,  the  way  in  which  the  S/HMO  concept  was  marketed  made 
difficult  an  exploration  of  the  fundamental  question  of  consumer  interest  in 
long  term  care  coverage  within  the  framework  of  a  comprehensive  prepaid  health 
plan.  Although  the  marketing  effort  by  the  S/HMOs  was  great,  the 
effectiveness  in  marketing  a  long  terra  care  insurance  product  was  limited. 
The  enrollment  success  or  failure  of  the  S/HMO  demonstration  seemed  to  be  a 
function  of  how  well  these  plans  competed  as  HMOs,  rather  than  whether  people 
were  offered  the  choice  of  a  high-option  chronic  care  health  plan  and  rejected 
it. 
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SUMMARY  FINDINGS 

Only  one  S/HMO  demonstration,  KP's  Medicare  Plus  II ,  met  its  Medicare 
enrollment  target  of  4,000  members  within  the  first  24  months  of 
operation.  The  other  three  sites  had  slow,  steady  enrollment  patterns 
substantially  below  their  targets. 

None  of  the  S/HMO  sites  met  their  Medicaid  enrollment  targets. 

The  long  standing  reputation  and  experience  of  KP's  HMO  aided  its  S/HMO 
enrollment  efforts.  S/HMO  sponsorship  by  experienced  long  terra  care 
organizations  did  not  appear  to  enhance  S/HMO  marketing  efforts. 

The  hospital  and  physician  providers  selected  by  SCAN  Health  Plan  and 
Elderplan  may  have  had  negative  effects  on  marketing. 

The  limited  number  of  ambulatory  service  sites  may  have  negatively 
affected  enrollment  at  SCAN  and  Elderplan. 

The  limited  geographical  market  areas  established  by  all  four  of  the 
S/HMOs  created  a  marketing  disadvantage  in  competing  with  TEFRA  HMOs, 
limited  the  effective  use  of  media,  and  limited  enrollment  by  group 
purchasers  such  as  large  employers.  While  all  sites  made  some  changes  in 
their  geographic  area,  only  Seniors  Plus  expanded  to  its  entire 
metropolitan  area  and  was  able  to  achieve  a  sizeable  group  enrollment. 

The  S/HMOs  were  competing  with  HMOs  and  Medigap  insurance  policies  at  all 
four  sites.  The  number  of  large  competitive  TEFRA  HMOs  and  the  high 
market  penetration  created  highly  competitive  market  environments  in  Ios 
Angeles  and  Minneapolis-St.  Paul  that  negatively  affected  the  enrollment 
at  SCAN  and  Seniors  Plus. 

At  the  two  S/HMOs  (SHP  and  Seniors  Plus)  where  the  UTC  benefits  were 
advertised,  the  benefits  were  not  differentiated  effectively  from  those 
offered  by  the  competing  HMOs.  Medicare  Plus  II  and  Elderplan  did  not 
attempt  to  differentiate  their  products  from  other  HMOs. 

While  the  S/HMO  chronic  care  benefit  package  (of  $6, 500-$  12, 000  annually) 
was  greater  than  other  available  TEFRA  HMO  coverage,  these  benefits  may 
have  been  viewed  as  limited  by  potential  enrollees  in  relationship  to 
long  term  care  insurance  options.  Other  potential  enrollees  may  not  have 
been  aware  of  the  limited  long  term  care  coverage  of  plans  options. 

The  premium  levels  of  SHP  and  Seniors  Plus  were  high  in  comparison  to  the 
basic  and  high  option  of  the  major  competing  TEFRA  HMOs,  creating  a 
substantial  marketing  disadvantage. 

lack  of  understanding  of  the  S/HMO  concept  by  seniors  and  community 
leaders  was  a  negative  factor  in  enrollment  at  SHP  and  Seniors  Plus  where 
KP  an  attempt  was  made  to  distinguish  the  S/HMO  from  its  TEFRA  HMOs. 
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The  demonstration  status  of  the  projects  was  a  negative  feature  in 
marketing  the  Elderplan  and  SCAN  S/HMOs  because  these  organizations  could 
not  guarantee  HMD  coverage  beyond  the  demonstration  period. 

Marketing  experience  with  Medicare  beneficiaries  was  limited  at  all  S/HMO 
sites  except  KP.  High  turnover  rates  in  marketing  directors  occurred  at 
three  sites. 

Advertising  efforts  at  KP  and  Elderplan  that  focused  an  comprehensive 
benefits  for  healthy  older  persons  appeared  to  have  a  stronger  appeal 
than  the  long  term  care  services  and  protection  messages  utilized  by  SCAN 
and  Seniors  Plus. 

Problems  in  developing  a  clear  and  sustained  marketing  effort  had 
negative  effects  on  enrollment  at  SCAN  and  Seniors  Plus.  While  Elderplan 
had  problems  initially  in  its  marketing  efforts,  marketing  and  enrollment 
improved  during  the  second  year. 

All  S/HMO  sites  directed  their  efforts  primarily  at  individual  enrollees. 
Only  Seniors  Plus  was  successful  in  obtaining  substantial  numbers  of 
members  (one-third  of  total)  through  group  enrollments. 

All  sites  developed  a  minimal  marketing  effort  for  Medicaid  recipients. 
Medicaid  enrollment  was  substantially  lower  than  expected. 

The  S/HMO  marketing  budgets  were  initially  inadequate  at  all  sites  except 
KP.  Even  when  marketing  resources  were  increased  substantially  at  SCAN 
and  Seniors  Plus,  enrollment  responses  continued  to  be  low. 

S/HMO  marketing  costs  per  enrollee  were  high  at  all  sites  (except  for  KP) 
and  yet  they  were  not  high  enough  to  achieve  their  marketing  targets 
given  the  many  barriers  to  enrollment. 
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NOTES 

[1]  When  Medicare  was  established,  HMDs,  like  other  providers,  received 
retrospective  cost-based  payments  from  Medicare  for  Part  A  and  B 
services,  but  the  payments  were  made  on  an  interim  basis,  and  were 
subject  to  retroactive  adjustments  by  Medicare  after  detailed  cost  and 
utilization  reports  were  submitted  by  the  HMOs  (Friedlob  and  Hadley, 
1985) .  Since  a  capitated  option  was  not  available,  HMDs  willing  to 
participate  in  Medicare  received  fee-for-servi-^e  payments  based  on  actual 
costs.  Some  HMDs  offered  supplemental  coverage  to  members  to  cover  the 
costs  of  coinsurance  and  deductibles  for  Medicare  coverage  (Federal 
Register,  1985) . 

In  1972,  Section  1876  was  added  to  the  Social  Security  Act.  It  permitted 
capitated  prepayment  to  federally  qualified  HMDs  for  both  Parts  A  and  B 
and  authorized  payment  to  larger  HMDs  on  the  basis  of  "adjusted  average 
per  capita  cost"  (AAPCC)  for  Medicare  beneficiaries  in  each  HMD  service 
area  (Federal  Register,  1985) .  Medicare  could  withhold  contract  year 
payments  until  a  retrospective  review  determined  whether  the  HMD  made  or 
lost  money  on  the  Medicare  contract.  If  money  was  lost,  the  HMD  incurred 
this  loss.  If  profits  were  made  by  keeping  costs  below  the  AAPCC,  the  HMD 
retained  half  the  difference;  the  rest  was  returned  to  the  federal 
government  (Federal  Register,  1985) .  The  auditing  requirements  and 
delayed  payment  under  the  program,  as  well  as  the  limits  on  the  profits 
that  could  be  kept,  discouraged  HMD  participation.  Only  one  HMD  had  such 
a  contract  by  1984  (Bonanno  &  Wetle,  1984;  U.S.  GAO,  1986). 

Six  HMDs  began  participating  in  a  Medicare  prospective  risk  capitation 
demonstration  project  in  1980.  In  1982,  as  part  of  a  second  experiment, 
26  more  health  plans  began  enrolling  Medicare  beneficiaries  (U.S.  GAO, 
1986) .  By  June  1984,  some  200,000  individuals  were  enrolled  in  the 
Medicare  demonstrations  (Federal  Register,  1985) .  Evaluations  of  these 
plans  were  conducted  by  Jurgovan  and  Blair,  Inc. ,  HCFA,  and  Mathematica 
Policy  Research,  Inc.  (Galblura  &  Trieger,  1982;  Langwell  et  al.,  1986). 
The  early  success  of  these  demonstrations  led  in  part  to  changes  in  the 
federal  legislation  in  1982. 

The  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982  (TEFRA)  authorized 
fully  prospective,  capitated  payments  to  HMOs  for  Medicare  beneficaries 
without  retrospective  adjustments  (Federal  Register,  1985) .  TEFRA 
attempted  to  respond  to  previous  objections  of  HMDs  to  the  Medicare 
reimbursement  methods.  By  the  time  the  regulations  were  finally  approved 
in  1985,  many  HMDs  across  the  country  were  ready  to  sign  "risk  contracts" 
with  the  Health  Care  Financing  Administration  (HCFA) .  Under  the 
rate-setting  formula,  HMDs  with  risk  contracts  (TEFRA)  are  paid  a  rate 
which  is  95  percent  of  the  adjusted  average  per  capita  cost  (AAPCC)  rate. 
If  services  are  estimated  to  cost  less  by  calculating  an  adjusted 
community  rate  (ACR) ,  the  HMO  agrees  either  to  use  the  difference  between 
its  adjusted  costs  to  expand  benefits  or  accept  the  ACR  as  a  reduced 
monthly  payment.  The  profits  for  Medicare  enrollees  are  to  be  no  higher 
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than  for  the  commercial  enrollees  under  65  years  of  age  (Federal 
Register ,  1985) .  HMOs  may  choose  to  have  a  cost  contract  rather  than  a 
risk  contract,  in  which  HMDs  receive  per  capita  prepayments  that  are 
later  adjusted  to  reflect  actual  costs,  up  to  100  percent  of  the  AAPCC 
(Iversen,  Polich,  Dahl,  and  Secord,  1986).  HMDs  can  also  choose  to  have 
a  Health  Care  Prepayment  Plan  (HCPP)  contract  to  provide  certain  Medicare 
Part  B  benefits  only.  Part  A  benefits  can  also  be  provided  by  the  HMO 
but  not  under  a  contract  with  HCFA  (Iversen  et  al. ,   1986) . 

Until  the  TEFRA  HMO  legislation  was  implemented  in  February  of  1985,  HMOs 
had  not  actively  sought  to  enroll  Medicare  beneficiaries  for  a  variety  of 
complex  reasons  (Bonanno  &  Wetle,  1984;  Titus,  1982).  HMOs  continued 
their  enrollees  who  reached  retirement  age  and  generally  did  not  attempt 
to  enroll  individual  Medicare  beneficiaries  who  were  not  members  of  their 
plans  before  retirement  (Titus,  1982) .  Individuals  not  in  HMOs  prior  to 
retirement  usually  continued  with  their  existing  health  plans  and 
providers.  Consequently,  prior  to  the  adoption  of  the  TEFRA  legislation, 
older  persons  were  underrepresented  in  HMOs  (Eve,  1982;  Iglehart,  1985; 
Federal  Register,  1986).  In  1984,  Iversen  and  Polich  (1985a)  reported 
that  less  that  4  percent  of  Medicare  beneficiaries  were  enrolled  in  HMOs 
and  only  35  percent  of  the  HMOs  had  Medicare  beneficiaries  enrolled. 

The  new  TEFRA  HMOs  began  operating  in  Spring  of  1985.  By  June  of  1985, 
there  were  183  risk  contracts  with  a  total  of  968,000  enrollees 
nationally.  The  number  of  enrollees  increased  to  1.15  million  by  December 
of  1985  (Iversen  et  al.,  1986;  OHIO,  1986;  InterStudy,  1986). 

[2]  MJGC  had  a  total  of  915  nursing  heme  beds,  a  day  hospital,  respite  care, 
and  other  community  services  (Leutz,  Greenberg,  Abrahams,  Prottas, 
Diamond,  and  Gruenberg,  1985,  p.  35) .  MJGC  also  had  sponsored  a  Nursing 
Home  Without  Walls  demonstration  project  in  New  York  to  provide  community 
services  to  Medicaid  recipients. 

[3]  SCAN  was  originally  formed  in  1973  to  provide  community-based  long  term 
care  services.  It  later  offered  these  services  under  contract  with  the 
State  of  California  for  a  Multipurpose  Senior  Services  Program  (MSSP) 
demonstration  project.  SCAN  became  a  permanent  state  MSSP  site  in  July 
of  1983  (Leutz  et  al.,  1985). 

[4]  Kaiser  was  an  original  site  in  the  HMO  Medicare  demonstration  project  in 
August  of  1980  and  which  became  a  TEFRA  HMO  in  1985.  KP  Northwest  is  a 
nonprofit  HMO  with  a  total  enrollment  of  286,000  members.  In  1985,  about 
15,000  Kaiser  members  were  in  a  cost  contract,  and  11,000  were  converted 
to  the  TEFRA  risk  contract.  The  S/HMO  project,  like  the  Medicare  HMO 
demonstration,  was  sponsored  by  the  Kaiser  Health  Services  Research 
Center  located  within  KPMCP. 

[5]  Ebenezer  provides  comprehensive  long  term  care  services  in  Minneapolis, 
including  670  nursing  home  beds,  a  Medicare-certified  home  health  agency, 
a  homemaker  service  program,  an  adult  day  health  care  program,  advocacy 
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and  support  services,  and  1,382  congregate  housing  units.  A  legal 
partnership  was  formed  for  the  S/HMO  under  the  Group  Health  HMO  license 
(Leutz  et  al.,  1985). 

[6]  The  Elderplan  staff  model  is  one  that  delivered  its  health  services 
through  a  physician  group  controlled  by  the  S/HMO.  Their  physician 
group,  Geriatric  Medical  Associates  (GMA) ,  was  formed  for  the  sole 
purpose  of  providing  services  to  Elderplan  members  and  was  not  allowed  to 
provide  services  to  non-Plan  members.  The  chronic  care  services  were 
provided  under  contract  by  MJGC,  the  parent  corporation. 

[7]  PGIB  was  a  newly  formed  independent  practice  HMD  in  1983,  based  on  a 
group  of  physicians  associated  with  St.  Mary's  hospital.  PGIB  had  a 
contract  with  SCAN  to  provide  physician  services,  which  were  also 
provided  to  other  HMOs  in  the  area.  Hospital  services  were  provided  by  a 
contract  with  St.  Mary's  hospital,  and  long  term  care  services  were 
provided  through  contracts  with  many  different  community  agencies  and 
organizations . 

[8]  Group  Health,  primarily  a  staff -model  HMO,  has  added  some  network-model 
independent  group  practices.  Seniors  Plus,  however,  was  designed  to  use 
only  the  Group  Health  physicians  (and  not  their  network  physician 
groups) . 

[9]  KP,  originally  established  as  a  staff -model  HMO,  is  a  group-model  HMO 
that  predominately  contracts  with  one  independent  group  practice  to 
provide  its  services  but  has  some  contracts  with  physician  groups.  Kaiser 
provides  home-health  care  services  through  its  own  certified  agency,  and 
provides  nursing  home  and  homemaker  services  through  arrangements  with 
independent  community  providers. 

[10]  One  of  the  initial  decisions  was  the  geographical  area  for  marketing  the 
plan.  Ieutz  et  al.  (1985)  suggested  that  the  sites  considered  the 
following  market  segment  characteristics  initially  cited  by  Kotler 
(1976) :  (1)  sufficient  size;  (2)  a  potential  for  growth;  (3)  not 
overoccupied  by  existing  competition;  and  (4)  relative  unsatisfied  needs. 
Leutz  et  al.  (1985)  states  that  in  considering  the  initial  geographic 
area  for  the  S/HMOs,  two  other  criteria  were  used:  (1)  concentrations  of 
elderly  and  (2)  the  cost  of  providing  services  to  the  enrollees. 

[11]  The  data  on  enrollments  reported  to  HCEA  and  shown  in  the  tables  do  not 
coincide  with  enrollment  data  reported  by  the  plans  for  a  number  of 
reasons  including  delays  in  data  recording.  Therefore,  the  HCFA  data  is 
significantly  lower  than  data  reported  by  the  plans.  For  example, 
Kaiser's  Medicare  Plus  I  reported  the  following  enrollment  data:  7,500  in 
April  1985,  to  10,026  in  December  1985,  and  to  16,960  enrollees  in 
December  1986.   Group  Health's  Seniors  reported  enrollment  of  4,030  in 
December  1984  which  increased  to  6,191  in  December  of  1985,  are  to  8,492 
in  December  of  1986) .  These  are  both  higher  than  shown  in  the  figures. 
For  data  on  what  the  competing  TEFRAs  reported,  see  Appendix  A-2  through 
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A-5  in  comparison  to  HCEA  data  in  Appendix  A-l. 

[12]  The  initial  decision  was  to  do  the  marketing  internally  within  Group 
Health  for  Seniors  Plus.  A  director  was  hired  for  marketing  in  October 
1983  and  he  left  in  March  1984  due  to  the  uncertainties  with  the  delay  in 
the  project.  After  the  director  left,  the  marketing  director  for  Seniors 
was  also  made  the  director  for  marketing  Seniors  Plus.  In  January  1985, 
an  assistant  was  hired  for  the  marketing  director.  In  July  1985,  the 
marketing  director  was  shifted  to  another  product  within  Group  Health  and 
another  director  was  hired  for  both  senior  products  strategies  and  was 
responsible  for  the  changes  in  direction  in  late  1985.  By  October  1985, 
that  new  director  left  to  go  to  another  HMD.  In  January  1986,  a  new 
marketing  director  was  hired  for  both  senior  products  and  directed  the 
marketing  effort  through  the  summer  of  1987  when  this  evaluation  was 
conducted. 
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APPENDIX  A-l 


TEFRA    HMO  AND  S/HMO[a]   ENROLLMENT   IN  THREE  AREAS   -    1985-1987 


Portland 
(Multinomah   County) 

Pacificare 

PHIP 

BC/BS 

Kaiser   Plus    I 

Kaiser   Plus    II[a] 


Jan- 1985 

Jun-1985 

Jan- 1986 

Jun-1986 

Jan- 1987 

Apr- 1987 

1 

1,897 

3,599 

4,658 

145 

801 

1,419 

1,793 

8 

478 

1,893 

3,  117 

3,169 

3,650 

4,258 

5,  146 

5,768 

7,  177 

8,475 

1,752 

3,128 

4,030 

4,221 

4,685 

Los   Angeles 

Pacificare  4,447  7,930  13,030  14,612 

Maxicare  4,504  6,834  5,177  4,892 

United  4,383              6,293  5, 81 6  8,653  14,364  14,912 

FHP  12,590            14,334  21,536  25,619  30,218  31,966 

SCAN[a]  525  1,244  1,612  2,038  2,448 

Minneapolis/ St .    Paul 

HMO  Minnesota  3,867             4,295  4,584  4,363  4,061  3,925 

PHP  16,581  25,302  30,067 

Med   Centers  8,386             9,642  10,986  12,045  13,146  13,389 

SHARE  26,423           28,789  29,246  31,472  34,380  35,762 

Senior   Health   Plan  3,127              4,172  U ,  333  4,516  2,414  2,449 

Group  Health   Senior  4,287              5,010  5,958  6,471  7,990  8,680 

Seniors   Plus[a]  13                  256  763  1,274  1,797  1,900 

SOURCE:      Health   Care  Financing    Administration,    Office  of   Health   Maintenance 

Organizations.      Unpublished    Enrollment   Data.  Baltimore,    MD:      HCFA,     1987. 

[a]   Social    Health   Maintenance   Organization  Demonstrations. 
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APPENDIX  A  -2 


HMO  MEDICARE   ENROLMENT   AND  TOTAL  MEMBERSHIP 
NEW   YORK  CITY  AREA    -  DECEMBER  1985 


Total  Medicare  HCPP  TEFRA        TEFRA        Model      Plan      Profit 

HMO  Members        Members        Contract*    Cost  Risk  Type        Age        Status 


Elderplan   (Brooklyn)**  776  776  No  0  776       Group       <1  N 

Health   Insurance   Plan         893,972        78,295  Yes  0  0       Netw.        38  N 

(New  York) 


SOURCE:    Interstudy   Center   for   Aging   and    Long-Term    Care.      Improving    Health  and    Long-Term 
Care   for   the    Elderly:      1986.  "         

*  An    HCPP  contract   is   a   Health   Care    Prepaid    Plan  with  a  contract   to   provide 

certain    Part   B  Medicare   services.      A  TEFRA  cost   HMO  is   one   that   uses  a  cost 
reimbursement   for  Medicare  payment.      A  TEFRA  risk   HMO  has   a  Medicare  contract  to  be 
paid   on   the   basis   of  95?  of  the  adjusted   average  per  capita  cost  of  Medicare   in  the 
area. 

**       Elderplan   is   a   HCFA   Social/Health   Maintenance   Organization   Demonstration   Project. 
Interview  data.    Institute   for   Health  and   Aging   (IHA).      San   Francisco,    CA: 
University  of  California,    June,   1986. 
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APPENDIX  A  -3 


HMO  MEDICARE   ENROLLMENT   AND  TOTAL  MEMBERSHIP 
PORTLAND  AREA    --  DECEMBER    1985 


HMO** 

Blue    Cross/Blue    Shield 
"First   Choice  65+"* 


Kaiser   Fdn.    Health   Plan     286,  342        10,310 
of  the   NV** 


PacificCare  "Secure 
Horizons"* 


Phys.    Assn.  of  Clackamas      42,696 
County  (Gladstone) 

Physician   InterHospital  5,  123 

Health   Plan* 


Total        Medicare  HCPP  TEFRA        TEFRA        Model      Plan      Prof 

Members      Members        Contract      Cost  Risk  Type        Age        Stat 


4,800              No  0  4,800**  Netw.  -  N 

No  0  10,310        Group  40  N 

No  0  2,456       Netw.  <1  P 

No  8,  181  0            IPA  47  N 

198              No  0  198**       IPA  1  N 


4,000  2,456 

8,  181 


SOURCE:    Interstudy   Center   for   Aging   and    Long-Term    Care.      Improving    Health  and    Long-Term 
Care   for  the   Elderly;      1986. 
•Institute   for   Health  &    Aging    (IHA).    Interviews   with    HMOs.    San   Francisco:    CA: 
University  of   California,  1986. 

**     The   Blue    Cross/Blue    Shield   First   Choice   Plan   is   a  demonstration   project   that   has 
applied    for  a   risk  contract.      In   June   1986,    they  reported    4,800  members   in   the 
demonstration   project  and   52,480  with   supplemental    coverage   (IHA  data,    June   1986). 
Elue    Cross/Blue    Shield   reported    Network  Health   Plan   to    Interstudy  as  an   HMO  for   the 
elderly  but    this   plan   is   not   reported    on   this   table   since   it   is   only  for   the   under  65 
enrollees  and    is  not  an   HMO  but    rather  a  product   line. 

Physician    InterHospital    Health   Plan   (PIHP)   is  also   a  demonstration  project   reporting 
1,200  Medicare  members   in   June   1986  with  a   risk  contract  application   pending.    They 
reported    18,000  total    members   by  June   1986   (IHA  data,    June   1986). 

***  Kaiser   reported    11,500  in    the   risk  contract  and    15,000  remaining   in   the   cost   contract 
(IHA  data,    June   1986).      In    the    Kaiser   risk  contract,  over   4,000  were   enrolled    in    the 
HCFA   Social    Health   Maintenance   Demonstration   project   and    the   remainder  were   in   the 
risk  contract. 
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APPENDIX  A-* 


HMO  MEDICARE   ENROLLMENT   AND  TOTAL  MEMBERSHIP 
LOS   ANGELES  AREA*   --  DECEMBER  1985 


HMO**** 

CIGNA    Healthplans   of 
California  (Glendale) 

FHP,    Inc. 

General   Med    (Orange) 

Health   Net   of  So . 
California*** 

Inter   Valley   Health 
Plan  (Pomona) 

Kaiser  Fdn.  Health 
Plan/So.  CA  Reg. 
(Pasadena) 

Maxicare   -   South 
California 

PacifiCare   of 

California   (Cypress) 

Roos-Loos   Health   Plan 
of   So.    California*** 

Scan   Health   Plan** 

United    Health    Plan 
(Inglewood) 


Total 

Medicare 

HCPP 

TEFRA 

TEFRA 

Model 

Plan 

Profit 

Members 

Members 

Contract 

Cost 

Risk 

Type 

Age 

Status 

393,000 

10,500 

Yes 

0 

0 

Staff 

56 

P 

130,  174 

32,767 

No 

0 

32, 767 

Staff 

24 

P 

102,360 

1,231 

No 

1,231 

0 

Staff 

13 

P 

308, 705 

0 

No 

0 

0 

I  PA 

7 

N 

24, 106  902  No 

1,822,979      127,500  Yes 


902 


258,  502 

912 

No 

912 

a 

127,417 

18,796 

No 

3,632 

13,841 

55,013 

1,330 

Yes 

0 

0 

1,659 

1,659 

No 

0 

1,659 

57,075 

6,631 

No 

0 

6,631 

I  PA 


0       Group 


Netw. 


Netw. 


I  PA 


40 


12 


IPA        <1  N 

Netw.         12  N 


SOURCE:    Interstudy   Center   for   Aging   and    Long-Term   Care.      Improving    Health  and    Long-Term 
Care   for   the    Elderly:       1986. 

***  0HM0.    Fiscal    Year   1985  Statistical    Data   for   the   Type   B  Federally  Qualified 
HMO  Population  of  the    U.  S.  A.  .Washington,    D.C.:    Office   of  Health  Maintenance 

Organizations,    1985. 


Enrollment   figures  are   for   Los   Angeles  and    other   surrounding   area   counties. 
SCAN  is  a  federal    HCFA  social    health  maintenance   organization  demonstration  project. 
****   In    June   1986,    FHP  reported    1 , 500  Medicare   enrollees   remaining    in   the   cost   contract, 
and    33,H?8   in   the    risk  contract  with    1,100  of  the   risk  contract  members   in   the   high 
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option   plan.      Mixicare   reported    10,000  in    the   risk  contrct,    PacificCare    reported 
27,000  in   the   risk  contract  and    1,500   remaining    in   their   cost   contract,   and    Health 
Plan   of  America   reported    having    just   begun   marketing   with    1,700  in    their   risk 
contract   in   the  area.      Institute   for   Health  and    Aging.      Interview  lata.      San 
Francisco,    CA:    University  of  California,    June   1986. 
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APPENDIX  A  -5 


HMO  MEDICARE   ENROLLMENT   AND  TOTAL  MEMBERSHIP 
MINNEAPOLIS/ST.    PAUL  AREA    -  DECEMBER  1985 


HMO* 

Coordinated    Health   Care 

Group  Health 

HMO  Minnesota 

Med  Centers   Health   Plan 
(St.    Louis   Park) 

Physicians   Health   Plan       305,569       48, 200  Yes  0  0  IPA        10 

of  Minnesota   (PHP) 


Total 

Medicare 

HCPP 

TEFRA 

TEPRA 

Model 

Plan 

Profit 

Members 

Members 

Contract 

Cost 

Risk 

Type 

Age 

Status 

20,  Oil  9 

25 

Yes 

0 

0 

Group 

13 

N 

213,2115 

7,502 

No 

880 

6,622 

Netw. 

28 

N 

69, 773 

16,947 

No 

0 

16,947 

Netw. 

11 

N 

212,669 

12,023 

No 

0 

12,023 

Netw. 

13 

N 

(.mnnetonKa; 
Senior   Health   Plan 

6,700 

4,500 

No 

0 

4,500 

IPA 

<1 

N 

SHARE  Health   Plan 

131,  107 

35,780 

No 

0 

35,780 

Netw. 

11 

N 

(Blooming  ton) 

SOURCE:    Interstudy   Center   for   Aging   and    Long-Term   Care.      Improving   Health  and    Long-Term 
Care   for   the    Elderly:      1986. 

*  In   June,  1986,    Group  Health  reported    having    1,358  members   enrolled   in  their  federal 
social   health  maintenance   organization  demonstration  project  and   another  7,357  members 
in   their  risk  contract,  out   of  213,000  total   members.      ttlO  Minnesota  reported    11,000  in 
the   risk  contract  and  6,000  remaining   in  their  cost   contract.      PHP  reported   about 
25,000  enrolled    in   their   risk  contract  and  25,000  remaining   in   their   cost   contract. 
Institute   for   Health  and    Aging.      Interview  data.      San  Francisco,    CA:    University  of 
California,    June   1986. 
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HEALIH  PLAN  SELECTION  AND  AWARENESS 

Since  1985,  the  elderly  have  been  a  principle  marketing  target  for  health 
maintenance  organizations  and  other  competitive  medical  plans.  One  stimulus 
for  this  was  the  Tax  Equity  and  Fiscal  Responsibility  Act  (TEFRA)  of  1982, 
implemented  in  1985.  This  Act  authorized  the  Health  Care  Financing 
Administration  to  enter  risk-sharing  agreements  with  health  plans.  These 
agreements  provide  health  care  coverage  to  Medicare  beneficiaries  for  a 
capitated  monthly  payment.  This  Medicare  payment  may  be  supplemented  with 
additional  premiums  and  co-payments  paid  by  the  plan  members.  As  of  July, 
1987,  enrollments  in  risk  contract  HMOs  totaled  over  900,000  nationally 
(Iverson  et  al. ,  1987) . [1] 

Also  since  1985,  the  Medicare  program,  through  four  demonstration  sites, 
has  been  experimenting  with  a  new  form  of  health  plan.  This  plan,  known  as  a 
social/health  maintenance  organization  or  S/HMO,  combines  Medicare  HMO 
coverage  with  seme  chronic  care  benefits.  Both  these  acute  and  chronic  care 
services  are  financed  by  Medicare  through  a  single  monthly  capitated  payment, 
and  premiums  from  plan  enrollees.  (Chapter  4  in  this  report  describes  more 
fully  the  benefit  packages  and  premium  structures  of  the  S/HMOs.)  The  notion 
of  a  comprehensive  health  plan  —  one  linking  acute  and  chronic  care  under  one 
integrated  financing  scheme  has  been  widely  discussed  within  the  field  of 
aging  for  several  years  (Leutz  et  al.,  1985) .  It  is  a  logical  extension  of 
more  than  a  decade's  experimentation  with  various  forms  of  service 
coordination,  utilization  control,  and  integrated  financing  for  long  term  care 
services  (Hamm,  Kickham,  and  Cutler,  1985) . 

The  S/HMOs,  more  than  any  of  the  predecessor  LUC  demonstration  programs , 
have  had  to  compete  in  the  health  care  market  place.  In  this  effort,  they 
have  problems  common  to  those  of  any  health  plan.  They  must  have  an  audience 
which  is  sufficiently  dissatisfied  with  its  current  health  insurance  coverage 
and/or  health  care  delivery  system  to  be  interested  in  alternatives.  They 
must  be  able  to  sell  the  merits  of  a  prepaid,  but  limited  provider  choice 
delivery  system.  They  must  be  able  to  distinguish  the  quality  and 
comprehensiveness  of  their  benefits  over  those  of  their  competition.  Judged 
solely  by  their  first  24  months  of  operation,  in  which  three  of  the  four  S/HMO 
programs  experienced  much  lower  enrollment  rates  than  had  been  originally 
expected,  marketing  this  program  has  been  a  challenging  task. 

What  contributed  to  these  slow  enrollment?  Was  it  the  intensive 
competition  for  Medicare  enrollees  by  HMOs,  medical  groups  and  insurance 
companies  during  this  period;  market  saturation  of  prepaid  plans;  the 
inability  of  the  S/HMOs  to  differentiate  themselves  from  their  competition; 
the  inherent  difficulty  of  any  new  health  plan  to  attract  enrollees;  or  the 
possibility  that  the  S/HMO  concept  as  represented  by  the  demonstration  sites 
does  not  have  a  strong  market  appeal? 

The  purpose  of  this  paper  is  to  assess  the  extent  to  which  the  S/HMOs 
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were  able  to  bring  their  message  to  the  public,  and  to  identify  individual 
characteristics  associated  with  the  awareness  and  non-awareness  of  those 
health  plans.  Other  chapters  in  this  report  examine  and  describe  the 
competitive  market  place,  the  actions  of  this  competition,  and  marketing 
efforts  undertaken  by  the  S/HMDs. 

LITERATURE  REVIEW 

The  health  care  marketing  literature  abounds  with  decision  process  models 
regarding  consumer  behavior.  Much  of  this  literature  is  characterized  by  an 
orientation  that  contrasts  the  types  of  people  who  have  enrolled  in  a 
particular  plan  (or  coverage)  with  those  that  have  not.  Often  the  comparison 
is  between  those  in  prepaid  HMD-type  plans  and  those  in  conventional  or 
fee-for-service  coverage  (Iuft,  1981) .  Three  basic  perspectives  have    ___ 
influenced  most  of  this  work:  hypotheses  about  enrollee  economic  and  health 
risk  vulnerability,  hypotheses  about  integration  into  the  health  care  system 
and  its  implications  for  health  status  and  change,  and  hypotheses  about 
factors  affecting  benefit  and  alternative  plan  awareness  and  understanding. 

Each  of  these  hypotheses  has  a  compelling  face  validity,  but  analyses  has 
often  produced  mixed  results.  This  has  led  to  a  evolutionary  refinement  and 
integration  of  measures  and  concepts.  The  'Vulnerability"  hypothesis 
formulated  by  Bashshur  and  Metzner  (1970) ,  provided  an  early  perspective 
guiding  this  research.  According  to  this  thesis,  people  who  perceive 
themselves  as  "vulnerable"  to  serious  economic  loss  in  meeting  health  needs, 
either  because  of  their  incomes  or  greater  health  care  need,  are  said  to  be 
more  likely  to  elect  comprehensive,  prepaid  plans.  Bice  (1975)  and  later 
Berki  and  his  associates  (1977)  helped  refine  this  work,  by  distinguishing 
between  expectations  about  the  cost  of  services  (i.e.,  economic  risk)  and 
expectations  about  the  needs  for  service  (i.e.,  health  risk) .  These  findings 
and  the  work  of  others  (see,  for  example,  Juba,  Lave,  and  Shaddy,  1980) 
suggest  that  among  employed  populations,  particularly  families  with  children, 
economic  risk  is  directly  associated  with  HMD  selection.  Persons  with  lower 
incomes  were  found  to  be  more  likely  to  join  than  are  those  with  higher 
incomes.  Health  risk  is  not  as  clearly  or  directly  associated  with  plan 
selection.  Among  Medicare  beneficiaries  there  is  some  confirmation  of  these 
propensities  for  economic  risk  avoidance,  and  for  healthier  people  to  select 
HMDs  (Eggers,  1980;  Eggers  and  Prihoda,  1982;  Schlenger,  Wadman  and  Coder, 
1983) ,  although  the  causal  factors  underlying  these  enrollment  patterns  are 
not  always  clear.  For  example,  health  plans  have  been  known  to  present 
barriers  to  enrollees  (Titus,  1982) . 

Factors  other  than  risk  have  been  employed  to  refine,  elaborate  and 
extend  these  conclusions.  Perhaps  the  single  most  common  finding  is  that 
people  who  are  integrated  into  the  health  care  delivery  system,  that  is  those 
who  have  good  on-going  relationships  with  their  physician,  are  unlikely  to 
sever  these  ties  for  moderate  economic  savings  (Roghmann  et  al.,  1975;  LaTour, 
Friedman,  and  Hughes,  1986) .  The  extent  to  which  this  reflects  satisfaction 
or  inertia  is  not  always  clear.  A  corollary  to  the  integration  hypothesis  is 
that  persons  in  relatively  poorer  health  are  more  likely  to  have  a  regular 
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source  of  health  care  than  someone  who  is  healthy.  Consequently,  people  who 
are  willing  to  change  health  plans  and  physicians  are  seen  as  likely  to  be  in 
relatively  better  health  than  those  who  are  unwilling  to  change  (Kasper  and 
Barrish,  1982) .  Under  such  circumstances  one  would  expect  recent  HMD 
enrollees  to  be  healthier  than  average,  to  have  had  lower  medical  expenses 
prior  to  enrollment,  or  to  be  more  optimistic  about  their  future  health  than 
fee-for-service  recipients. 

A  third  perspective  on  health  plan  choice  is  less  deterministic  than 
these  preceding  approaches.  Instead,  it  looks  more  fully  at  the  influence  of 
health  plan  marketing  on  consumer  awareness  and  decision  making.  Under  this 
perspective  awareness  of  plan  benefit  packages,  premium  costs,  choice  of 
physician  and  hospital  facilities,  and  location  of  plan  services  would  all  be 
expected  to  affect  plan  choice  (Friedlob  and  Hadley,  1985;  Griffith  and  Wells, 
1984) .  Although  the  distinction  between  awareness  and  choice  may  seem  to  be 
elementary,  most  of  the  preceding  literature  has  not  explicitly  examined 
whether  those  who  choose  not  to  enroll  in  particular  plans  knew  about  the 
competing  alternatives.  As  shown  by  Griffith  and  Wells  (1984)  the  absence  of 
a  control  for  awareness  in  their  analysis  lowered  the  salience  of  economic  and 
health  risk  vulnerability  variables  in  their  sample,  compared  to  analyses 
using  awareness  adjustments. 

Studies  of  consumer  awareness  involve  both  those  that  link  awareness  with 
the  decisions  made,  and  those  that  examine  the  elements  of  awareness.  For 
example,  comparisons  of  enrollees  in  prepaid  group  practice  and  other 
insurance  programs  have  found  that  the  reasons  given  for  the  choice  accurately 
reflect  differences  between  the  programs  (Friedlob  and  Hadley,  1985;  Tessler 
and  Mechanic,  1975;  Scitovsky,  McCall  and  Benham,  1978) .  On  the  other  hand, 
studies  of  knowledge  about  the  specific  benefits  covered  by  the  health  plans 
or  insurance  have  found  a  lack  of  sophistication  in  understanding  some,  but 
not  all,  aspects  of  the  health  care  system  (Friedlob  and  Hadley,  1985; 
Marquis,  1983;  Newhouse,  Ware,  and  Donald,  1981);  and  a  lack  of  information 
about  Medicare  coverage  and  health  insurance  in  general  (Lambert,  1980) . 
Particularly  problematic  are  issues  such  as  understanding  physician  hospital- 
admission  privileges,  and  the  professional  credentials  that  might  be  used  to 
select  physicians.  On  the  other  hand,  consumers  (including  Medicare 
beneficiaries)  were  found  to  be  much  more  informed  and  sensitive  to  issues 
relating  to  the  cost  of  care,  the  prudence  of  skepticism  in  assessing  the  care 
and  treatment  they  receive,  the  implications  of  restrictions  on  freedom  of 
choice  for  physicians  and  hospitals,  and  of  the  limited  protection  available 
to  them  for  long  term  care  (Lambert,  1980;  Walden,  1982) . 

These  varying  explanations  of  health  plan  choice  have  importance  to 
health  plans  and  to  the  Medicare  population.  Do  HMOs  and  S/HMOs  by  virtue  of 
their  promise  of  lower  out-of-pocket  cost  and  comprehensive  benefit  packages 
have  a  tendency  to  attract  persons  whose  income,  health  care  use  and  cost 
patterns  are  not  representative  of  the  general  elderly  population?  To  the 
extent  the  economic  risk  vulnerability  hypothesis  holds,  such  plans  would 
attract  a  lower  income  population  than  would  fee-for-service  coverage  under 
Medicare.  To  the  extent  that  the  health  risk  vulnerability  hypothesis  holds, 
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these  plans  might  similarly  be  attracting  a  less  healthy  population.  Do  HMDs 
and  S/HMOs  have  their  primary  attraction  to  persons  without  strong  ties  to 
existing  providers?  If  so,  are  these  people  healthier  than  their  age  peers? 

Research  on  health  plan  choice  has  generally  indirectly  examined  the 
information  and  decision  processes  that  have  led  to  the  selection  of  a  health 
plan.  This  is  done  by  comparing  the  attributes  (such  as  health  status, 
income,  and  family  size)  with  those  in  selected  plans  and  those  who  are  not 
and  inferring  the  information  and  other  decision  processes  that  helped  lead  to 
the  health  plan  choice  decision.  The  present  analysis  looks  at 
decision-making  more  directly  —  comparing  awareness  of  competing  alternatives 
and  the  benefits  available  with  individual  characteristics.  This  is  a 
practical  marketing  issue:  What  information  was  used  in  the  selection  of 

several  alternative  health  plans?  Was  access  to  this  information,  or  its  

salience  influenced  by  an  individual's  economic  situation,  health  status  or 
other  considerations? 

STUDY  DESIGN  AND  METHOD 

The  study  results  reported  here  are  based  on  a  telephone  survey  of 
Medicare  beneficiaries.  These  individuals  were  selected  to  represent  the  four 
demonstration  market  areas  and  three  types  of  health  care  service:  S/HMOs, 
HMOs,  and  fee-for-service  delivery  systems.  Each  of  these  subgroups  is 
further  divided  into  samples  of  impaired  and  non-impaired  persons.  The  sample 
design  permits  comparisons  across  and  within  communities  of  each  subgroup  and 
subsample.  The  survey  was  conducted  between  May  15,  1986  and  January  31, 
1987. 

The  health  plan  choice  cases  were  drawn  from  a  larger  stratified 
probability  sample  of  Medicare  beneficiaries  (n=16,658  FFS  and  3,000  HMO 
members)  and  all  active  S/HMO  members  (n=approximately  8,650  as  of  June  1986) 
living  in  the  four  S/HMO  demonstration  communities.  This  larger  sample  was 
contacted  in  order  to  complete  a  functional  health  screening  interview.  This 
screening  identified  and  classified  cases  into  functionally  impaired  and 
non-impaired  groups.  This  was  done  during  the  course  of  the  telephone 
interviews  using  an  algorithm  programmed  into  a  computer-assisted  telephone 
interview  (CATT) . 

Persons  included  in  tlie  FFS  and  HMO  samples  had  to  meet  several  criteria 
in  order  to  be  considered  eligible  for  the  sample:  age  65  or  older,  living 
within  the  zip  code  identified  market  area  of  the  S/HMO,  covered  by  both  Part 
A  and  B  of  Medicare,  not  having  End  Stage  Renal  Disease,  alive  as  of  December 
27,  1985,  and  not  institutionalized.  During  the  course  of  the  survey,  a 
number  of  sampled  persons  were  found  to  be  ineligible  by  virtue  of  being 
deceased,  institutionalized,  or  having  moved  from  the  study  area.  These  cases 
are  not  counted  in  the  eligible  sample  size  and  are  not  calculated  in  the 
response  rates.  The  HMO  sample  had  one  other  restriction,  it  included  persons 
who  had  joined  an  HMO  at  sometime  between  June  1985  and  March  1986  —  a  period 
in  which  the  S/HMOs  were  involved  in  extensive  marketing  activity.  [2]  They 
did  not  have  to  be  active  in  an  HMO  at  the  time  of  the  interview  to  remain 
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eligible  for  the  HMD  choice  sample.  The  S/HMD  sample  was  restricted  only  in 
the  sense  that  it  included  persons  who  were  active  members  of  the  S/HMD  as  of 
June  1986. 

Ihe  health  plan  choice  sample  was  drawn  in  advance  of  the  health 
screening  interview  for  both  FFS  and  HMD  subgroups.  On  a  probability  basis, 
cases  were  selected  and  pre-flagged  as  being  in  the  choice  interview  if  they 
were  non-impaired,  or  impaired.  A  case  might  be  flagged  for  either  one,  both, 
or  none  of  these  subgroups.  The  sample  interval  used  for  each  subgroup  was 
based  on  the  desired  number  of  completed  interviews  (200  non-inpaired  and  150 
impaired  cases  per  site  and  subgroup)  and  the  expected  completion  and 
impairment  rates.  Essentially  all  cases  identified  as  functionally  impaired 
during  the  health  screening  portion  of  survey  were  selected  for  the  choice 
questions.   (The  exception  to  this  was  Portland,  where  there  was  a  large  __ 
number  of  cases  in  both  the  FFS  and  S/HMD  groups.  To  meet  the  sample  size 
target  there,  it  was  necessary  to  select  only  50%  of  the  impaired  cases.)  [3] 
Among  HMD  and  FFS  cases  the  health  plan  choice  interviews  was  generally 
conducted  as  part  of  the  health  status  screening  interview. 

The  S/HMD  sample  was  selected  after  these  beneficiaries  had  been  health 
screened  by  the  demonstration  programs.  They  were  classified  into  impaired 
and  non-impaired  groups  by  the  evaluation  research  team,  using  the  same 
criteria  as  had  been  applied  to  the  comparison  sample.  [4]  Because  of  the  time 
lag  between  the  date  of  health  plan  enrollment  and  this  classification  into 
the  choice  sample  the  health  plans  were  asked  to  provide  the  names  of  anyone 
known  by  them  to  have  changed  health  status  and  to  be  impaired  as  of  June  30, 
1986.  The  health  status  classifications  derived  from  the  enrollment  screening 
questionnaires  for  the  sample  members  were  adjusted  accordingly.  The 
subgroups  and  response  rates  are  shown  for  each  community  in  Table  1.  These 
HMD  and  FFS  figures  have  been  weighted  to  adjust  the  sample  to  the  expected 
age  and  gender  distribution  within  each  subgroup.  This  was  necessary  because 
the  comparison  sample  had  originally  oversampled  persons  age  75  and  older. 
These  reasons  for  this  oversampling  are  explained  more  fully  in  Chapter  1. 
Also  shown  in  this  table  are  the  weights  used  to  proportionately  adjust  all 
groups  for  the  oversample  of  impaired  persons.  The  intention  here  is  to 
reduce  the  number  of  impaired  persons  in  the  choice  sample  to  the  proportion 
that  they  have  in  their  respective  total  population.  These  weighting 
procedures  enable  us  to  normalize  each  site  to  the  proportionate  distribution 
of  age  and  gender  cohorts,  and  by  impairment  levels,  correcting  for 
differences  in  the  sample  characteristics  of  each.  Such  corrections  are 
necessary  in  descriptive  analyses  such  as  those  reported  here.  They  will  not 
be  necessary  in  multivariate  analyses  which  will  be  conducted  later.  [5] 

There  is  one  other  potential  problem  arising  from  the  non-congruent 
intervals  between  the  date  plan  enrollees  may  have  entered  the  S/HMD  and  the 
period  represented  by  the  HMD  and  FFS  sample  frame.  This  involves  the 
potential  differential  recall  of  events  and  factors  affecting  decisions  to 
enroll  in  an  HMD  or  S/HMD.  People  having  made  more  recent  enrollment 
decisions  presumably  may  have  a  better  recall  than  persons  with  more  distant 
decisions.  The  sampling  plan  was  designed  to  minimize  bias  resulting  from 
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Table    1 
CHOICE  SAMPLE   BY  AREA  AND  HEALTH  PLAN 


Brooklyn 

SHMO     FFS 

Long  Beach 

Minneapolis 
SHMO     HMO       FFS 

Portland 

SHMO 

MO 

FFS 

SHMO 

HMO       FFS 

Unimpaired 

202 

178 

203 

214 

200 

213 

237       201 

201 

254       201 

Impaired 

102 
304 

323 
501 

107 
310 

105 

292 
492 

96 

309 

78       279 

179 
380 

83       240 

Total 
Complete 

319 

315       480 

337       441 

Impairment 
Weight 


.334     .131     .457     .332     .097     .413     .319     .143     .282     .325     .142 


Weight  Adjusted 
Total    Complete 


236       220       252       249       228       253       262       241       251        281        235 


Non-Respondents 


52 


34        100         27         52         73  11         26         71  20         39 


Case   counts  have  been  adjusted   to   correct  for  the  age  and  gender 
stratification  in  the  sample  frame. 
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this,  but  it  should  be  recognized  that  the  number  of  impaired  S/HMO  enrollees 
was  so  small  in  three  of  the  four  demonstration  sites  that  virtually  all  cases 
were  needed  in  the  choice  sample.  Consequently  we  were  not  able  to  stratify 
on  dates  of  enrollment  across  samples.  On  the  otherhand  the  vast  majority  of 
plan  enrollments  in  three  sites  occurred  during  our  HMO  sample  criterion 
period.  Memory  recall  bias,  if  any  results,  most  likely  occurs  in  Portland 
where  S/HMO  enrollment  clustered  early  in  our  HMO  sample  selection  criterion 
period,  rather  than  being  distributed  across  the  full  period.  The  expected 
direction  of  bias  would  be  to  over  report  alternative  health  plan  awareness, 
and  perhaps  to  under  report  multiple  influences  on  enrollment  decisions.  As 
shown  later  such  biases  are  not  strikingly  apparent,  comparing  S/HMOs  one 
against  the  others. 

A  significance  of  differences  between  proportions  test  (Arkin  &  Coltonj 
1965)  has  been  used  in  all  tables  to  separately  compare  the  statistical 
significance  between  S/HMO,  HMO,  and  FFS  groups. 

AWARENESS  OF  HEALTH  PLAN  ALTERNATIVES 

The  decision  to  join  a  health  plan  or  to  select  a  health  insurance 
product  can  be  affected  by  many  considerations.  Among  these  are  familiarity 
with  the  alternatives  available,  and  some  understanding  of  the  coverage  and 
health  care  delivery  system  features,  and  price. 

Awareness  of  Plan 

Table  2  compares  the  percentage  of  beneficiaries  in  each  demonstration 
community  who  are  aware  of  the  Medicare  risk-contract  health  plans  in  their 
cxannnunity.  The  percentages  shown  reflect  the  awareness  among  three  subgroups: 
persons  enrolled  in  the  S/HMOs,  persons  who  had  made  a  decision  to  enroll  in 
HMOs  during  the  preceding  year,  and  persons  receiving  fee  for  service  health 
care  at  the  time  of  the  interview. 

Three  patterns  are  apparent  in  this  table.  First,  awareness  of  the 
various  health  plans  is  equally  high  among  S/HMO  members,  recent  HMO  enrollees 
and  FFS  recipients,  except  in  Portland  where  unique  circumstances  affected 
S/HMO  member  perceptivity.  [6]  In  general,  70%  or  more  of  each  group  was  able 
to  identify  the  largest  health  plan  in  their  communities.  (This  rate  of 
recognition  was  especially  high  in  the  very  competitive  Minneapolis  market 
area.)  More  than  40%  of  each  group  identified  half  or  more  of  all  the  other 
plans  too.  [5]  Awareness  of  the  S/HMO  is  also  reasonably  high,  ranging  from 
45%  to  65%  among  recent  HMO  enrollees.  FFS  beneficiary  knowledge  of  the 
S/HMOs  is  just  slightly  lower.  Although  these  recognition  rates  trail  the 
market  leader  HMO,  they  are  comparable  to  the  recognition  rates  of  the  other 
health  plans  in  the  market  area,  including  in  one  instance  the  S/HMOs  parent 
HMO.  Eighty-five  percent  or  more  of  the  sample  was  aware  of  at  least  one  HMO 
in  their  community. 

Portland  and  Minneapolis  provide  an  interesting  paradox.  The  S/HMO  in 
Portland  (Medicare  Plus  II)  was  the  least  widely  known  of  the  S/HMOs,  yet  this 
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program  had  the  most  success  in  enrollment.  Ihe  Minneapolis  S/HMO  (Seniors 
Plus) ,  in  contrast,  was  the  most  well  known,  yet  had  the  lowest  enrollment 
success.  These  two  cases  illustrate  the  importance  of  timing,  market 
saturation,  and  targeted  advertising.  As  discussed  more  fully  in  Chapter  4, 
Medicare  Plus  II  began  its  marketing  effort  early  in  1985,  and  had  essentially 
reached  its  enrollment  target  level  by  that  summer.  Plan  enrollees  did  not 
have  extensive  exposure  to  the  other  newly  emerging  HMOs  prior  to  this  time; 
and  as  suggested  by  their  low  awareness  levels,  they  have  had  relatively 
little  exposure  since  then.   (The  low  awareness  of  the  Portland  market  leader 
HMO  is  explained  by  two  additional  reasons.  The  similarity  in  plan  name, 
"Medicare  Plus";  and  that  this  plan  was  only  marketed  in  counties  outside 
Portland  until  fall  of  1985.  Medicare  Plus  II  was  marketed  exclusively  in 
Portland.)  Seniors  Plus,  on  the  other  hand,  was  slow  to  develop  its  marketing 
and  enrollment;  consequently,  its  members  joined  months  later  and  have    __ 
apparently  had  much  more  exposure  to  other  health  plan  advertising  before 
selecting  this  S/HMD. 

The  third  pattern  seen  in  Table  2  involves  the  proportion  of  people 
reporting  that  they  had  received  materials  from  health  plans.  Name 
recognition  levels  were  invariably  higher  than  the  proportion  who  have 
reportedly  received  information.  Between  half  to  three-quarters  of  those 
aware  of  the  market  leader  HMO  plan,  said  they  received  information  from  that 
plan.  More  typically  (except  in  Minneapolis) ,  a  third  to  a  half  said  that 
they  have  not  received  information  from  the  plans  of  which  they  are  aware. 

The  S/HMOs  showed  varying  success  in  how  well  they  have  distributed 
information  about  themselves.  In  Portland,  the  S/HMO  performed  as  well  as  the 
market  leader  (also  another  Kaiser  Plan)  in  bringing  information  to  the 
public.  This  was  not  true  in  the  other  two  sites  studied.  In  both  long  Beach 
and  Minneapolis,  the  S/HMO  was  much  less  successful  than  the  market  leader. 
As  discussed  below  this  has  been  a  distinct  disadvantage  for  the  S/HMOs,  since 
they  relied  on  formal  client  contacts  to  "sell"  their  enrollees.  Chapter  4 
discusses  fully  the  varied  factors  affecting  the  S/HMO  advertising  efforts. 

How  Learn  of  Plan 

The  issue  of  how  one  learns  of  a  health  plan  has  been  approached  by 
asking  HMO  or  S/HMO  members  to  indicate  how  they  had  learned  of  their  health 
plan,  and  to  indicate  which  of  these  means  was  their  most  important  source  of 
information.  As  seen  from  Table  3,  there  was  a  rather  wide  range  of 
information  sources.  A  typical  sample  member  reported  using  two  or  more 
sources  of  information.  Between  20  and  40%  reportedly  used  three  or  more. 
The  most  frequently  mentioned  information  sources  were  both  unrequested  and 
requested  literature  in  the  mail,  newspaper  ads,  referrals  from  friends  or 
relatives  who  were  themselves  plan  members  and  health  professional  referrals. 
Radio  and  television  cidvertisements,  billboards,  and  referrals  from  non-plan 
member  friends  and  relatives  were  mentioned  much  less  often.  Even  less 
frequently  mentioned  were  speakers  and  meetings;  newspaper,  radio,  and 
television  stories  or  programs;  and  open  houses.  There  was  notable  variation 
in  the  importance  of  particular  information  sources  from  community  to 
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community,  and  among  S/HMD  and  HMD  memberships.  Presumably  this  reflected 
varied  extensiveness  in  the  use  of  these  comniunication  modes  across 
communities  and  health  plans. 

The  distinctions  between  communities  and  health  plan  types  are  more 
easily  seen  in  Table  4,  which  shows  the  "Most  Important"  source  of 
information.  Three  particularly  striking  differences  between  S/HMDs  and  HMOs 
are  apparent  here.  First,  among  the  HMDs,  referrals  from  friends  and 
relatives  (whether  plan  members  or  not)  accounted  for  the  vast  majority  of  the 
sources  reported  as  being  most  important  in  learning  about  the  health  plan. 
The  second  most  frequently  cited  source  was  that  of  health  professionals, 
followed  closely  by  direct  mail  contacts.  Advertising  and  other  public 
relations  efforts  through  the  media  have  infrequent  mention.  The  S/HMDs,  in 
contrast,  generally  have  not  had  the  advantage  of  such  widespread  information 
dissemination  through  informal  referrals.  Instead,  they  appear  to  have  had  to 
rely  much  more  on  direct  mail  and  tele-marketing,  and  on  the  dissemination  of 
requested  plan  materials  and  advertising.  The  virtual  absence  of  professional 
referrals,  in  all  sites  but  long  Beach  was  an  especially  striking  contrast  to 
the  HMDs.  The  apparent  necessity  of  relatively  formal  marketing  procedures 
being  used  to  attract  enrollees  as  opposed  to  informal  referrals,  (coupled 
with  the  faltering  efforts  to  do  this  discussed  in  Chapter  4) ,  very  likely  was 
a  contributing  factor  in  the  slower  than  expected  growth  of  the  S/HMDs. 

A  final  finding  in  these  data  was  that  the  support  of  senior 
organizations,  senior  centers  and  elderly  social  advocates,  and  community 
goodwill  (as  reflected  in  media  coverage)  were  not  a  strikingly  visible 
influence  as  an  information  source.  Whether  this  absence  of  influence 
occurred  because  neither  the  S/HMDs  nor  the  HMDs  made  extensive  efforts  to 
develop  and  implement  these  sources,  or  because  these  sources  were  not 
effective  relative  to  other  approaches  cannot  be  readily  answered  with  the 
information  available. [7] 

BENEFICIARY  DEMOGRAPHIC  CHARACTERISTICS 

Effective  marketing  recognizes  that  consumers  are  not  homogeneous  in 
their  preferences.  Indeed,  within  the  health  care  field,  a  number  of  factors 
have  been  found  which  are  associated  with  decisions  to  select  health  insurance 
products,  health  plans,  medical  groups  and  hospitals.  The  marketing  of  the 
S/HMD  should  be  no  exception  to  these  general  patterns.  Is  there  a  particular 
or  unique  market  segment  that  is  especially  attracted  to  this  form  of 
integrated  acute  and  chronic  care  delivery  and  financing?  Have  the  S/HMDs 
been  successful  in  reaching  or  perhaps  avoiding  this  market  segment? 

While  these  are  important  questions,  it  should  be  kept  in  mind  that  the 
demonstration  was  designed  and  implemented  as  a  cautious  expansion  of  chronic 
care  benefits.  The  S/HMDs  were  able  to  conduct  health  screening  assessments 
of  their  enrollees,  and  to  limit  the  proportion  of  impaired  members.  This  was 
done  to  control  the  level  of  adverse  selection  by  enrollees  —  in  this  case 
less  healthy  individuals  being  more  likely  to  choose  a  health  plan  having  more 
comprehensive  benefits.  Because  of  this,  the  demonstration  projects  did  not 
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Table  4 

MOST   IMPORTANT  SOURCE  OF   INFORMATION 
IN  S/HMO  OR  HMO  SELECTION 


Brooklyn 
S/HMO 
(n=222) 

Long  ] 
S/HMO 
(n=238) 

Beach 

HMO 
(n=187) 

Minneaj 

x»lis 

Portland 

S/HMO 
(n=227) 

HMO 
(n=21l) 

S/HMO           HMO 
(n=223)      (n=214) 

Friends  or  Relatives 

30.0 

24.3[c] 

58.8 

16.6[c] 

70.0 

26.0[c]  49-4 

Professional  Referral 

.9 

14.0 

12.0 

5.8[c] 

12.0 

1.2[c]  18.9 

Mail/Phone/Visits 

37.1 

20.9 

16.3 

54.6[c] 

4.1 

44.5[c]  17.0 

Advertisements 

14.9 

18.4[c] 

5.5 

4.9 

5.7 

2^         4.9 

News   or  Programs 

3-4 

2.7 

.5 

1.5 

.6 

3.1             .9 

Requested  Materials 

11.9 

18.0[c] 

6.8 

14.6[c] 

7.7 

20.6[c]     9-0 

Other 

1.8 

1.7 

0.0 

1.9[c] 

0.0 

2.3[c]     0.0 

Source:      Telephone  interviews  with  probability  samples  of  S/HMO  and  HMO  members.      Case 
counts  are  adjusted   for  age,  gender  and  impairment   level   stratification  in  the 
sample.     There  was  no  HMO  sample  in  Brooklyn. 

[c]      p  <    .05  for  difference  between  S/HMO  and  HMO  proportions. 
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necessarily  test  the  true  risk  of  adverse  selection  should  similar  health 
plans  be  available  without  this  ability  to  screen  their  enrollees.  On  the 
other  hand,  the  S/HMOs  were  expected  to  enroll  a  reasonable  proportion  of 
impaired  persons  so  that  their  experience  in  the  health  plan  can  be  compared 
with  those  not  enrolled.  The  target  proportion  of  impaired  persons  was  to 
approximate  the  proportion  occurring  in  the  broader  community. 

Characteristics  of  Plan  Members 

Table  5  summarizes  several  personal  and  demographic  characteristics  of 
the  study  population.  Except  where  indicated,  these  figures  include  the  total 
samples;  not  just  the  choice  subsample.  The  S/HMOs  have  had  reasonable 
success  in  matching  the  age  and  gender  demographic  profiles  of  their 
membership  to  those  of  HMO  and  FFS  beneficiaries  in  their  communities.  There 
were  a  number  of  differences.  Most  of  these  suggest  that  S/HMOs  were 
relatively  more  attractive  to  those  with  lower  income  and  less  education, 
although  no  single  pattern  held  across  all  communities.  Three  sites  had  fewer 
persons  living  alone,  fewer  living  with  spouses,  and  slightly  more  living  in 
group  housing  facilities.  And  in  most  sites,  there  were  more  FFS  respondents 
who  were  currently  working.  The  S/HMO  plans  were  also  generally  similar  to 
FFS  in  their  proportion  of  minority  members.  HMOs,  in  comparison  to  S/HMO  and 
FFS,  have  attracted  a  higher  proportion  of  people  age  64-74  and  fewer  over  age 
80,  and  similar  proportions  to  FFS  in  living  arrangements,  education  and  those 
currently  employed.  In  both  Portland  and  Long  Beach,  HMOs  have  had  somewhat 
more  success  in  attracting  Hispanic  enrollees. 

Health  Status  Characteristics 

Health  status  can  be  measured  from  multiple  perspectives.  Several  common 
approaches  are  reflected  in  Table  6  which  includes  self-reported  measures  of 
global  health  status,  health  condition,  and  functional  ability.  Based  on 
these  measures  the  S/HMOs  attracted  a  representative  cross  section  of  members. 
One  indicator  of  this  was  the  prevalence  of  self-reported  health  problems. 
There  were  generally  no  consistent  patterns  or  noteworthy  differences  between 
the  FFS,  HMO  and  S/HMO  members.  The  exception  to  this  generalization  occurred 
in  Brooklyn  where  the  S/HMO  had  a  consistent  pattern  of  a  lower  prevalence  of 
self -reported  health  problems  than  the  FFS  sample.  Please  interpret  this 
finding  and  any  others  involving  functional  health  status  with  caution.  While 
there  are  several  possible  organizational  explanations  for  this,  there  is  also 
the  possibility  of  biasod  reporting  using  self  completion  questionnaires.  The 
next  phase  of  the  evaluation  will  examine  service  use  claims  data  and 
comprehensive  assessments  among  the  impaired,  offering  a  basis  for  verifying 
this  self  report  information. 

The  area  of  functional  disability  produced  the  most  widespread  and 
notable  difference  between  S/HMO  and  HMO  groups,  and  same  inconsistent 
differences  with  FFS  groups.  All  groups  were  attracting  about  equal 
proportions  of  the  severely  impaired.  The  S/HMOs  seemed  to  be  attracting  a 
higher  proportion  of  moderately  impaired  members.  This  was  indicated  in  the 
inability  to  perform  selected  activities  of  daily  living  and  instrumental 
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activities  of  daily  living.  Measured  in  less  complex  ways,  such  as  with 
mobility  indicators  like  the  use  of  wheelchairs,  walkers  or  canes,  the  S/HMOs 
showed  no  consistent  tendency  to  have  adversely  attracted  or  rejected  those 
with  such  limitations.  Ihe  exception  again  is  Brooklyn,  where  the  S/HMO  had 
about  half  the  rate  of  functionally  disabled  and  mobility-impaired,  relative 
to  the  FFS  group.  Analysis  of  Elderplan  enrollees  from  March  1985  through 
June  1986  revealed  proportionately  more  impaired  persons  than  the  group 
enrolling  between  June  and  December  1986.  Why  this  change  occurred  is  not 
readily  clear.  For  example  according  to  Elderplan  representatives  there  was 
no  change  in  this  plan's  queueing  criteria  or  selection  process. 

Service  Use  Patterns 

Service  use  patterns  offer  another  commonly  used  approach  to  quantifying 
differences  between  health  plan  enrollees.  By  themselves,  such  measures  have 
a  number  of  important  limitations.  They  are  affected  by  the  availability  of 
services,  case  mix  differences  in  the  clinical  need  for  them;  and  the 
prevailing  practice  problems  within  a  cxammunity.  However,  when  used  in 
combination  with  case  based  information,  these  data  can  further  be  helpful  in 
clarifying  trends  and  issues.  For  the  present  analysis,  self-reported  use  was 
been  obtained  on  a  variety  of  social  and  health  services.  These  data 
represent  services  being  used  at  the  time  of  the  interview,  or  for  the  S/HMO 
sample,  at  the  time  of  enrollment  into  their  health  plan.  Because  of  the 
currency  of  the  service,  these  data  were  not  subject  to  substantial  reporting 
error  due  to  poor  memory  recall  or  time  telescoping.   (Planned  evaluation 
reports  will  further  extend  the  service  use  analysis  incorporating  Medicare 
claims  data,  and  S/HMO  service  record,  see  Chapter  1.) 

The  service  use  data  for  the  study  samples  and  communities  is  summarized 
in  Table  7.  The  rates  of  service  use  tended  to  be  uniformly  low  for  most 
community  services.  Within  each  cxrnimunity  comparisons  between  S/HMO,  HMO  and 
FFS  groups  were  quite  consistent  with  the  relationships  found  when  comparing 
beneficiary  health  conditions.  long  Beach,  Minneapolis  and  Portland  S/HMOs, 
for  example,  have  service  use  rates  among  their  enrollees  that  ware  similar  in 
magnitude  to  those  of  the  FFS  groups  in  their  respective  communities.  The  HMO 
groups  generally  had  slightly  lower  use  rates.  The  most  apparent  exceptions 
occur  with  assisted  transportation  —  where  S/HMOs  were  attracting  a  higher 
proportion  of  users?  and  in  those  with  more  than  one  hospital  admission  in  the 
past  12  months.  Here  the  S/HMOs  were  attracting  slightly  fewer  cases. 
Another  interesting  difference  occurred  among  those  considering  nursing  home 
admission  as  very  likely  in  the  next  three  years.  S/HMOs  in  three  of  four 
communities  had  more  with  this  expectation  than  either  the  FFS  or  HMO  groups. 

The  Brooklyn  S/HMO,  as  with  the  preceding  health  status  data,  appeared  to 
have  enrolled  proportionately  fewer  problematic  cases  than  were  in  the  FFS 
sector.  This  was  reflected  across  virtually  every  service  in  Table  7,  but  was 
most  striking  in  reported  hospital  use  rates,  hcmemaker/home  health  aide,  and 
visiting  nurses. 

In  general  then,  it  appeared  that  three  of  the  demonstrations  were 
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successful  in  enrolling  a  representative  cross  section  of  the  Medicare 
beneficiaries  in  their  communities.  Elderplan  in  Brooklyn,  on  the  other  hand, 
appeared  to  have  attracted  a  relatively  healthier  population  than  the  other 
S/HMOs  or  its  FFS  comparison  group.  Several  possible  methodological 
explanations  for  this  have  already  been  noted.  Additionally  it  is  possible 
that  organizational  factors  may  have  contributed  to  a  favorable  selection. 
For  one  thing,  this  plan  appears  to  have  recruited  a  high  proportion  of 
persons  who  reported  not  having  a  "usual  source  of  medical  care"  at  the  time 
of  their  enrollment.  The  S/HMOs  generally  drew  between  10  and  15%  of  their 
enrollees  from  among  beneficiaries  who  did  not  formerly  have  a  usual  source  of 
medical  care:  a  pattern  similar  to  HMOs.  The  Brooklyn  S/HMO  has  drawn  about 
30%  of  its  enrollees  from  those  without  a  usual  source  of  care.  Previous 
studies  of  HMO  enrollees  suggest  that  persons  without  a  usual  source  of  care 
tend  to  be  healthier  than  those  with  such  care.  Another  possible  factor  may 
have  been  that  a  disporportionate  number  of  Elderplan  disenrollees  may  have 
been  impaired.  This  issue  will  be  examined  further  in  later  phases  of  the 
evaluation.  Elderplan,  uniquely  among  the  S/HMOs,  formed  its  own  staff  model 
medical  group.  Perhaps  this  was  relatively  more  attractive  to  persons  without 
usual  sources  of  care  than  to  persons  with  established  relationships.  These 
points  about  a  favorable  selection  of  possible  enrollees  are  made,  not  as  a 
criticism  of  Elderplan,  but  rather  to  point  out  the  possible  effect  of  their 
organizational  form  and  unique  community  circumstances  on  voluntary  enrollment 
into  a  S/HMO. 

Insurance  Coverage 

Medicare  beneficiaries  typically  supplement  their  Medicare  coverage  with 
various  other  insurance  protection.  This  protection  can  be  in  the  form  of 
private  policies  or  coverage  under  governmental  programs.  Table  8  shows  the 
proportion  of  S/HMO,  HMO,  and  FFS  samples  in  each  demonstration  oomraunity 
having  some  form  of  private  health  insurance,  and/or  other  governmental  health 
care  benefits,  in  addition  to  the  health  plan  in  which  they  are  enrolled.  By 
and  large  these  policies  are  designed  to  pay  for  medical  expenses  not  paid  by 
Medicare.  Few  S/HMO  members  had  any  coverage  beyond  this  S/HMO  membership. 
HMO  members,  though  more  often  having  same  coverage,  nevertheless  had  less 
than  half  the  proportion  found  among  FFS  members.  Over  70  percent  of  this 
latter  group  had  same  kind  of  coverage.  Often  they  had  more  than  one  policy. 

In  spite  of  the  differences  among  groups  in  their  propensity  to  have 
private  insurance,  there  were  few  differences  across  groups  in  the  proportion 
eligible  for  veterans  benefits,  other  federal  programs,  or  for  Medicaid. 
Consequently,  the  explanation  most  be  found  in  other  areas.  Two  of  these  are 
investigated  here:  the  relative  cost  of  coverage  and  the  benefits  perceived 
as  being  obtained. 

Cost  of  Coverage.  The  FFS  public  is  paying  a  substantial  amount  in 
monthly  premiums  for  insurance  protection.  Half  of  all  persons  with  insurance 
had  monthly  premiums  in  excess  of  $25  per  month.  Over  25  percent  paid  more 
than  $50  per  month. 


-18- 


o  \o 

E  9 


CO 
CO  CM 
fa   CM 


§ 


CO 

co  — 

CM 


s 


cr> 
CO 


CO  — 

2  » 

a  a 

cr>  in 


vo       o 

Sin 
in 

cj 

v©       — 

o        K\ 
cm       so 


O 


VO 
in 


CO 


o 
tn 


Xt 

co      d 


—        eg 
CO         vo 


•<  i-i      a. 


<t>  >> 

«2 


vo 
>>n 


en 
cm 


CO 

cr> 


3  CD 
CO  CO 
C    -rt 


co   It 

CD     o 

O  SC 


VI        VI 


CD  B 

s  e 

a>  o 

eg  £ 

> 

u  eg 

o  «« 


M    O 
VI 


■O  CO 

■H  CO 

CO  X 

o 

•H  CD 


o  eg  eg 

*>  a. 

co  co 

*>  -H  0 

c  no 

a>  cd  c 

•h  ■<  CO 

•h  .e  3 

o  *>  eo 

co  •*  a 


t-  co  co  en 

10  OMfi 
IA  CM  — 

eg    eg   t>  o 
vo  a>  00  l— 

invo  ci<- 

■«■  CM  CM 

VO    IT>  CTi  O 


VO    CO 

•a-  cm 

VO 

•>J- 

.o  ja 

.o 

O  vo  vo  c— 

cri  *j-  envo 
in  «-       — 

i — i 
o 

K\  00 

■<*■  «*■ 

.-  m  cm 
in  cm  «- 

CM 

—  VO 

CM 

<M 

CO  t- 

in  cr> 

tC 

— 

■* 

O  vo 

VO 

vo 

m 

vo 
CM 

O  t» 

eg 

CO 

co 

O     CO 

^- 

CM 

K\ 

f  «- 

CM 

CM 

~ 

CT>  CM 
—   "Cf 

o        o 

CM  vo  »-  «- 


CD    C 

o   eg 


O 


I  CO 

o  m  fc. 

•HO           O  O    ti 

.c   co  o  *•  +>  o 

*•   o  +> 

CX         vo  .-  vo 

o  ♦*  o  cm  m  c- 

*:^-'«9  w  w  w 


.O 

O  vo   O  vo  CO 

CO 

CT>  CM  VD  t—  ■* 
.-    *»■  CM 

vo 

—        -o- 


in 


vo 


O        Cr\        vTv       vo  •"d-  cm             in 

8        in       in       o  vo  r-            in 

«-       vT>      crv  o>  m 

.o       jo      ro1  f 

*c  .<  -*:  -<  •<:       in       —       «-  ^j*  cts           •— 
Z   2   z  z  z           •            . 

,-          ITv        VO  •-  O               t— 

cm       in       m  cm  in           — 

O           CJ        '  o  u 

in  *j-  O                   ■*        m.       r-  t>  K>            vo 

■^-mcM                  f~00cD  COO  in 

cvit~                     k\cm»t  ^rin  — 

eg          co          a}  co 

O                 cm        »-       <n  cm  en           — 

8«*       vo       .-  q  ■*           io 

co       en      it*  en  ^           -- 

£>          £>  XI 

■x  «s  «:  «c  «c        CO        O        "*  envo  K> 

z  z  z  z  z 

CM           p-          CO  VO  —                 O 

cm        in       m  cm  ^r           »- 

o         o        o  o 

envo^-                 enoin  ^  m           en 

cj^in                pcoco  qvo  — 

CO—                      cMt-in  i7\k\  •- 

i— i      r— »     i^ — i  t^ — i 

eg        co        eg  co 

i — i      t — t     i__j  i — > 

O         *-          O         C>  vo  ■-               vo 

8tn        CO        K>  tn  en             CD 

en       en       av  en  tn 

•<<<«:■<       in       vo       co  cm  O            <c 

z  z  z  z  z         .         •         •  •  •            z 

^-       en       co  vo  ^r 

—        cm        cm  —  tn 

CJ             CJ             V  CJ 

O                    •""*■[>-  ■*  CO              «< 

z 

8               en       in      -a-  •-  O 

c—       en      co  en  ^r 


g       cr»  o>  o>  <y* 

S  —    CM  IO  *»• 

en  v>  v>  vt  v» 

rH  O     O     O     O 

.c    o    *>*>+>   +> 

*>  +> 

c      o  o  o  o 

o  o  «-  cm  m  ■* 


8 
4* 

•h   ai 
co   c 


sp    a 


iH  H     I. 


a 

VI 


B 
H    O 

W  X 


co   £ 

!-       O 

^       I. 


>    M  O  <— ' 


a  i 
*-> 

K     qj 
CO     P. 


W     C 

>    -^ 


C    B  CO 

V    co  •£> 

o.  6 

2o  B 

|S  S 

•O   >g  *J 

0)    £  fc. 

*  ■  a 

CO   O  m 

fez  K 

^~  CO 

•o  co  co 


o   c 

£o 
•H 

•    CO 
O     O 


co  *>  co  c 

.  a)  C  o 

<M  Li  M  -rt 

O  *>  ^-l  -M 


h  h  a 
c  co 

S     >  CO 

CO    CO  u 


*»    C    CO 
■rt     CO   ^l 


ID 


eg  m 

a  o. 

O  B 

U  -rt 


8ie 

J->  I-    . 

■H    CO     CO 
*  13    G 

SCO 
»H 

CO   P. 
4) 
■H      •  ,C 

^   eg  *» 

1<    UH 

co   co    eg 
*>         a 

c     I-   J= 
•H    p 

V4      CO 

CO  > 

C    X)    -H 

o   co  *> 


* 


>-  — I  t 

at  t 

o   o  c 

(-.  6.  f- 
P.  o  c 

Li 
CO    P.C 

few? 
c       c 

CO    'O    c 

c 

©    CO  c 

Sol 
co  S  c 
c  c  c 

CO     CO    c 


co  V4    V.I 

s   ssn 

U  '      • 

p.  p.  I 


-19- 


Individuals  without  outside  assistance  in  their  health  care  costs, 
appeared  to  be  somewhat  more  inclined  to  enroll  in  prepaid  health  plans  than 
were  persons  with  such  support.  Between  25  percent  and  40  percent  of  persons 
receiving  FFS  benefits  had  someone  assisting  them  in  paying  some  or  all  of 
their  health  coverage  cost.  This  was  about  two  to  ten  times  the  proportion  of 
persons  enrolled  in  S/HMOs  or  HMDs.  About  half  of  the  individuals  receiving 
support  had  all  of  these  costs  paid  by  one  source  (most  often  the  previous 
employer  or  union) ,  and  the  balance  had  some  or  all  costs  paid  by  a  variety  of 
employer  or  union  sources.  Family  members  or  other  sources  appeared  to  be 
infrequent  sources  of  such  support. 

Benefit  Coverage 

While  outside  assistance  in  insurance  payments  appeared  to  be  important, 
the  single  most  striking  difference  between  the  three  populations  studied 
occurred  in  their  reported  "high  option"  health  care  benefits.  All  groups 
were  covered  by  Medicare  entitled  benefits  (e.g.  physician,  hospital 
placement,  home  health  care  and  limited  skilled  nursing  care) .  Four  benefits 
were  used  as  indicators  of  access  to  "high  option"  coverage:  dental  services, 
prescription  drugs,  eye  glasses,  and  expanded  nursing  home  and  home  care. 

Beneficiaries  were  asked  whether  their  health  plan  or  insurance  covered 
each  of  these  benefits.  While  the  elderly  do  not  always  accurately  understand 
the  coverage  available  to  them  under  Medicare  or  private  insurance,  it  is 
important  to  recognize  that  their  actions  or  behavior  is  often  determined  by 
their  subjective  impressions.  As  seen  in  Table  8,  there  were  vast  differences 
between  S/HMO  members  and  the  FFS  samples  in  the  proportion  reporting  all 
these  high  option  benefits.  The  differences  between  S/HMO  and  HMO  groups  were 
not  as  wide  for  these  benefits,  but  the  S/HMOs  were  consistently  perceived  by 
a  larger  proportion  of  their  members  as  offering  a  full  range  of  high  option 
benefits.  (One  exception  to  this  was  the  Portland  S/HMO  which  did  not  offer 
dental  coverage.) 

These  differences,  while  subject  to  same  inaccuracy  in  perceptions, 
nevertheless  reflect  the  expected  difference  between  S/HMO  and  FFS  members 
about  their  coverage.  HMO  members  were  in  between  these  two  extremes.  These 
patterns  suggested  that  S/HMO  and  HMO  members  perceived  themselves  as  having 
availed  themselves  to  a  fuller  range  of  benefits  than  is  true  for  those  in 
FFS,  in  spite  of  the  relatively  small  cost  differential  between  S/HMO  and  FFS 
insurance.  The  cost  versus  benefit  tradeoff  between  S/HMO  and  HMO  members,  is 
more  directly  assessed  in  the  next  section.  Is  there  a  health  risk,  or 
financial  risk  avoidance  factor  affecting  the  selection  of  S/HMO  over  FFS 
health  systems?  This  question  will  require  extensive  exploration  planned  for 
later  analyses. 

REASON  FOR  ENROLLING  IN  S/HMO  OR  HMO 

The  preceding  analysis  has  described  a  variety  of  factors  potentially 
associated  with  enrollment  in  a  prepaid  health  plan:  awareness,  coverage,  and 
cost.  In  this  section,  we  compare  the  relative  importance  of  these  factors 
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using  a  respondent  self-reported  "most  important"  reason  for  health  plan 
enrollment.  Table  9  summarizes  the  results  of  this  question.  Benefits 
offered  and  cost  of  the  premiums  emerged  as  the  two  most  important  reasons. 
Together  they  accounted  for  50  to  75  percent  of  those  responding.  These 
results  were  consistent  with  perceptions  among  HMD  and  S/HMD  plan  members  that 
they  were  receiving  more  benefits  and  a  lower  than  or  equivalent  price  to 
those  in  the  FFS.  Beyond  these  factors  less  paperwork,  reputation  of  staff, 
and  continuity  with  one's  physician  shared  similar  levels  of  importance.  In 
general,  HMD  members  tended  to  emphasized  continuity  with  physicians  and  less 
paperwork  somewhat  more  than  did  S/HMD  members.  Greater  choice  of  physicians 
was  a  central  enrollment  incentive  only  at  the  long  Beach  S/HMD,  where  the 
most  dominant  HMD  was  a  staff  model.  The  Brooklyn  S/HMD  received  a  sizable 
proportion  of  its  enrollees  from  among  those  needing  a  physician.  This  was 
consistent  with  the  comparatively  high  proportion  of  the  members  who  did  not 
have  a  usual  source  of  medical  care  at  the  time  of  enrollment. 

Other  factors  had  a  much  lower  reported  importance  than  might  have  been 
expected  given  the  information  sources  cited  earlier.  Among  these  were  the 
recommendations  of  friends,  relatives,  health  professionals  and  others;  and 
continuity  with  one's  usual  hospital,  and  convenience  of  location.  It  may  be 
that  these  are  necessary  conditions  in  selecting  a  health  plan,  but  not 
sufficient  ones.  Once  these  are  held  constant  price  and  coverage  can  play  a 
much  more  decisive  role  in  selection.  In  situations  where  HMDs  are  equal  in 
price  and  benefits  (e.g. ,  Minneapolis) ,  these  other  factors  may  become  more 
decisive  (e.g.,  continuity  with  one's  physician). 

DISCUSSION  AND  FINDINGS 

Marketing  the  S/HMD  concept  relative  to  HMDs  and  FFS  is  a  complex 
undertaking.  Its  success  is  not  simply  affected  by  how  well  the  plan  creates 
a  public  awareness  about  itself.  Other  contextual  factors  seem  to  be  present 
as  well.  One  of  these  is  the  comparative  cost  of  S/HMD  relative  to  its 
competition  —  particular  the  FFS  sector.  A  subtle  but  distinct  element  in 
this  cost  is  the  source  of  payment. 

While  HMDs  and  S/HMDs  offer  an  assumed  savings  in  out-of-pocket  costs, 
this  incentive  has  little  affect  on  consumer  behavior  if  they  are  not 
responsible  for  the  payments.  To  the  extent  that  a  community  is  characterized 
by  a  large  proportion  of  its  retirees  having  financial  assistance  in  their 
insurance,  it  can  be  expected  that  there  will  be  a  lower  rate  of  growth  in 
S/HMD  enrollments,  and  fewer  incentives  for  Medicare  beneficiaries  to  select 
the  S/HMDs.  (An  important  countervailing  factor  to  this  generalization  could 
arise,  if  the  sources  of  assistance,  e.g.,  employers  or  unions,  were  to 
provide  incentives  for  their  retirees  to  enroll  in  prepaid  plans.  This  later 
tendancy  can  be  expected,  but  as  discussed  in  Chapter  4,  S/HMDs  have  not  yet 
been  able  to  negotiate  many  arrangements  with  these  outside  financial 
assistance  groups,  because  of  their  demonstration  status  and  limited  market 
areas.) 

The  demonstration  site  communities  illustrated  the  interaction  of  these 
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incentives  and  offered  a  basis  for  understanding  one  aspect  of  the  market 
environment:  the  advantages  and  disadvantages  experienced  by  the  S/HMOs. 
Medicare  Plus  II,  for  example  is  a  S/HMO  located  in  a  community  (Portland)  in 
which  slightly  fewer  of  its  FFS  population  reported  receiving  outside 
assistance  in  paying  for  health  care  coverage  (see  Table  8) .  This  likely  gave 
the  S/HMO  cost  attractiveness  over  a  large  portion  of  the  Medicare  beneficiary 
population.  Neither  SHP  in  Long  Beach  nor  Seniors  Plus  in  Minneapolis  enjoyed 
tliis  advantage.  In  both  these  cases,  the  S/HMOs  had  to  compete  against  a  FFS 
sector  which  had  a  large  proportion  of  its  retirees  receiving  outside  public 
or  private  financial  assistance.  Until  they  were  able  to  negotiate  group 
enrollment  arrangements,  these  plans  operated  at  a  disadvantage  —  since 
savings  to  the  client  was  not  an  especially  salient  factor. 

Elderplan,  the  Brooklyn  S/HMO,  is  in  an  environment  somewhat  similar  Jto 
that  of  Portland  with  a  somewhat  lower  percent  of  the  FFS  beneficiary 
population  receiving  assistance  with  their  health  care  coverage.  While  this 
could  potentially  give  the  S/HMO  a  cost  savings  attraction  to  the  public, 
there  was  one  major  disadvantage,  the  Brooklyn  population  was  much  less 
familiar  with  prepaid  delivery  systems.  Consequently,  Elderplan  may  not  have 
had  the  same  opportunity  to  capitalize  on  its  cost  advantage. 

The  second  major  theme  suggested  by  this  data  concerns  perceptions  of 
benefit  coverage.  Do  differences  in  coverage  portend  a  potential  market  niche 
or  segment  for  future  S/HMO  enrollment  growth?  How  rich  and  different  must 
the  S/HMO  benefit  package  be  relative  to  its  competition  for  a  S/HMO  to  have 
appeal  to  a  broad  segment  of  the  elderly  market?  How  rich  can  it  be  without 
risk  of  adverse  selection. 

In  Portland,  the  S/HMO  appeared  to  have  a  clear  marketing  advantage  over 
its  competition  in  both  drug  and  eyeglass  benefits.  Neither  of  these  benefits 
had  any  obvious  association  with  an  attraction  of  less  healthy  enrollees.  The 
nursing  home  benefit  by  itself  might  be  suspected  of  having  this  association. 
However,  there  was  little  evidence  presented  in  the  health  status  and  service 
use  histories  of  the  plan  members  which  would  indicate  this. 

The  situation  in  Long  Beach  was  somewhat  different.  Here  the  S/HMO  must 
offer  a  drug  benefit  in  order  to  be  competitive  with  both  the  HMO  and  FFS 
sectors.  The  S/HMO  had  a  clear  market  advantage  in  its  dental  and  eye  glass 
coverage.  Compared  to  drugs,  these  are  perhaps  more  clearly  luxury  coverage 
items  with  perhaps  more  limited  appeal.  Nursing  home  coverage  also  more 
uniquely  in  S/HMO  benefit  again  raises  the  potential  for  adverse  selection. 
In  short,  it  appears  that  this  S/HMO  can  have  appeal  to  a  broad  segment  of  the 
elderly  market,  but  one  which  is  drawn  to  high  option  benefits,  not  simply  the 
chronic  care  uniqueness  of  the  S/HMO. 

The  Minneapolis  S/HMO  had  a  marked  advantage  over  its  HMO  competition  in 
all  benefits,  and  with  its  FFS  competition  in  all  but  drug  coverage.  The 
Brooklyn  S/HMO  had  no  HMO  competition  during  this  period,  and  offered  a 
substantially  greater  array  of  benefits  than  its  FFS  competition.  Both  of 
these  health  plans  would  appear  to  have  the  potential  to  appeal  to  a  broad  mix 
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of  enrollees  without  an  emphasis  on  chronic  care  services.  It  remains  an 
empirical  question,  however,  whether  the  high  option  benefit  advantages  of 
these  S/HMOs  bring  a  market  segment  which  is  simply  more  cautious  about  the 
future,  or  one  which  is  truly  at  risk  of  needing  this  coverage. 

SUMMARY  FINDINGS 

•  Awareness  of  the  various  health  plan  options  available  in  each  ccanraunity 
is  equally  high  among  S/HMO  members,  recent  HMO  enrollees,  and  fee-for- 
service  (FFS)  members,  except  in  Portland  where  awareness  of  the  S/HMO 
plan  was  low  but  awareness  of  the  parent  HMO  was  high. 

•  While  the  S/HMO  in  Portland  was  the  least  widely  known  of  the  S/HMOs,  it 
had  the  most  enrollment  success  apparently  because  the  parent,  Kaiser  was 
well  known,  and  because  about  half  its  enrollment  were  conversions  from 
the  parent  health  plan. 

•  Typical  sample  members  reported  using  2  or  more  sources  of  information  in 
making  choices  about  membership.  The  most  important  source  of 
information  for  HMO  members  was  from  friends  and  relatives,  followed  by 
health  professionals,  and  by  direct  mail  contacts.  S/HMO  members,  in 
contrast,  have  not  had  the  advantage  of  informal  referral  but  relied  more 
heavily  on  direct  mail  and  telemarketing. 

•  S/HMOs  were  reasonably  successful  in  attracting  members  that  matched  the 
aged  and  gender  demographic  profiles  of  the  HMO  and  FFS  members  in  their 
communities.  HMO  members,  in  comparison  to  S/HMO  and  FFS,  attracted  a 
higher  proportion  of  people  aged  64-74  and  fewer  over  age  80. 

•  Measured  in  terms  of  self-reported  health  conditions,  S/HMO  members  were 
essentially  similar  to  the  HMO  and  FFS  members  in  their  communities. 
With  respect  to  self-reported  functional  health  status.  S/HMO  members, 
generally  had  about  the  same  proportion  of  severely  impaired  as  FFS  and 
HMOs  samples.  The  S/HMOs  did,  however,  generally  have  a  higher 
proportion  of  moderately  impaired  members.  HMOs  typically  had  a  lower 
proportion  than  FFS. 

•  S/HMO  members  generally  reported  prior  enrollment  service  utilization 
patterns  which  were  similar  to  those  in  the  FFS  groups  within  each 
community. 

•  All  findings  with  respect  to  self-reported  measures  of  health  or  service 
use  should  be  considered  as  tenative.  These  results  will  be  reanalyzed 
in  later  phases  of  the  evaluation  incorporating  field  verification 
comprehensive  assessments,  and  service  use  claims  data  in  place  of  the 
self -reported  data. 

•  S/HMO  members  generally  drew  between  10-15  percent  of  their  enrollees 
from  individuals  who  did  not  formerly  have  a  usual  source  of  medical 
care,  a  pattern  similar  to  HMOs.  Elderplan,  with  its  new  staff  model 
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medical  group  drew  about  30  percent  of  its  enrollees  from  those  without  a 
usual  source  of  care. 

Over  70  percent  of  FFS  members  had  same  type  of  supplemental  Medicare 
insurance  policy,  while  only  about  20  percent  of  HMD  members  and  about  8 
percent  of  the  S/HMO  members  had  such  coverage. 

The  most  important  reason  for  enrolling  in  a  health  plan  was  the  benefits 
offered  for  S/HMO  members  and  the  cost  of  the  premiums  for  HMO  members. 
Less  paperwork,  reputation  of  staff,  and  continuity  with  one's  physician 
were  also  important  factors  for  both  groups. 
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NOTES 

[1]  The  aaranunities  studied  in  the  S/HMO  demonstration  are  atypical  of  these 
national  patterns.  Within  these  communities,  HMD  enrollments  have  been 
much  more  active,  and  have  captured  a  higher  proportion  of  the  elderly 
population.  These  growth  rates  are  described  in  Chapter  4. 

[2]  Eligible  HMD  members  were  identified  by  screening  age  and  geographically 
eligible  Medicare  beneficiaries  against  the  Medicare  Group  Plan  master 
membership  records.  Because  of  an  inherent  lag  time  in  the  currency  of 
these  files,  it  was  expected  that  there  would  be  shifts  in  the  persons 
enrolling  or  disenrolling  from  HMOs,  between  the  date  of  sample  selection 
and  the  interview  date.  Twenty- four  cases  in  the  original  FFS  sample  were 
found  to  have  joined  an  HMO  between  March  1986  and  June  30,  1986;  34  HMO 
sample  cases  disenrolled  during  this  same  period.  HMD  disenrollees  have 
been  retained  in  the  HMD  sample  since  they  had  elected  to  enroll  in  an  HMO 
rather  than  a  S/HMO  during  the  target  period.  Among  FFS  cases  the 
decision  rule  was  to  exclude  from  the  longitudinal  panel  any  FFS  cases  at 
baseline  who  were  known  to  be  in  an  HMO.  This  was  done  because  of  the 
absence  of  Medicare  claims  information  on  HMD  members  and  our  consequent 
inability  to  track  Medical  claims  data  on  these  cases.  The  results  shown 
in  the  present  analysis,  exclude  FFS  to  HMD  joiners. 

Anyone  from  the  HMO  or  FFS  sample  joining  a  S/HMO  during  the  interviewing 
period  was  converted  to  be  a  member  of  the  S/HMO  group.  This  was  done 
because  it  conforms  to  our  S/HMO  case  selection  criteria  of  including  all 
active  members  in  June  1986. 

[3]  As  the  telephone  survey  progressed,  it  became  apparent  that  both  field 
verified  inpairment  and  response  rates  were  lower  than  expected.  An  age 
stratified  probability  sample  of  FFS  recipients  was  selected  to  supplement 
the  original  sample  in  all  four  cxsmmunities  in  order  to  enable  the  project 
to  reach  its  targeted  number  of  impaired  cases.  Ihe  same  rates  of 
preselection  for  the  impaired  Choice  interview  were  applied  to  the 
supplemental  sample  (i.e.,  50%  in  Portland,  100%  elsewhere).  Non-impaired 
choice  interview  targets  had  been  reached  in  the  original  sample,  so 
further  cases  were  not  preselected  for  this  group.  See  Chapter  1  in  this 
report  and  Durako  (1987)  for  a  full  discussion  of  the  sample  selection  and 
field  methods. 

[4]  Severely  impaired  include  persons  who  are  bed  bound  and/or  who  are  unable 
to  perform  one  or  more  activities  of  daily  living  (ADL)  without  assistance 
(e.g. ,  eating,  getting  in  or  out  of  chairs,  dressing,  toileting,  or 
bathing) .  Moderately  impaired  persons  include  those  unable  to  perform  two 
or  more  instrumental  activities  of  daily  living  (IADL)  without  assistance 
(e.g. ,  prepare  meals,  laundry,  light  housework,  shop  for  groceries,  manage 
money,  take  medicine,  make  telephone  calls) ;  and/or  in  addition  to  two  or 
more  IADL  limitations,  have  limitation  in  mobility  (e.g. ,  must  stay  in  the 
house  all  or  most  of  the  time,  or  need  the  help  of  another  person  in 
getting  around  inside  or  outside  the  house) .  Problems  with  severe  memory 
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loss  (reported  by  a  proxy) ,  the  use  of  a  wheelchair  or  walker,  and  for 
S/HMD  members,  if  the  health  plan  had  defined  the  cases  as  impaired  on  a 
basis  other  than  the  health  assessment  form  were  additional  criteria 
defining  moderate  impairment.  All  persons  not  identified  as  impaired  were 
considered  as  unimpaired. 

[5]  The  mode  of  data  collection  for  health  status  assessments  varied  between 
the  comparison  group  (telephone  interviews)  and  the  S/HMD  group 
(self -completed  mail  questionnaire) .  Any  possible  bias  in  health  status 
reporting  has  been  guarded  against  using  two  procedures.  First,  the  S/HMD 
sites  employed  a  number  of  screening  criteria  to  review  and  verify  the 
information  reported  on  the  questionnaires  (see  Chapter  6  for  a  discussion 
of  this  process) .  We  included  only  the  case  manager  corrected  HSFs.  The 
telephone  interview  results  were  similarly  screened  by  the  evaluation  — 
field  staff  before  comprehensive  assessments  were  conducted.  later 
analyses  will  compare  field  verified  in-home  comprehensive  assessment 
results  with  self -completion  and  telephone  interview  results. 

[6]  Name  recognition  of  a  health  plan  is  not  necessarily  synonamous  with 

knowing  that  a  plan  is  an  HMDs.  This  is  illustrated  by  the  difference  in 
the  proportion  of  respondents,  who  indicated  that  they  were  familiar  with 
the  HMD  concept;  compared  with  the  proportion  claimmg  to  be  aware  of  a 
plan.  Active  HMD  market  areas,  not  surprisingly,  appeared  to  have  a 
higher  proportion  of  the  public  who  were  familiar  with  the  HMD  approach  to 
health  care.  Brooklyn,  the  fourth  demonstration  site,  did  not  have  any 
risk  contract  HMDs,  but  38.4%  of  the  fee-for-service  recipients  said  they 
knew  what  an  HMD  was. 

[7]  The  relatively  limited  influence  of  public  meetings  and  community 

endorsements  apparent  here,  was  perhaps  more  reflective  of  the  limited 
numbers  of  people  reached  through  these  means,  rather  than  these  methods 
themselves.  A  Federal  demonstration  program  known  as  Health  Choice 
illustrated  how  effective  such  means  can  be.  In  this  program,  carried  out 
in  several  communities  nationally,  HT-Ds  were  invited  to  participate  in  a 
series  of  joint  presentations  and  a  referral  program  that  involves 
comparing  the  competing  health  plans  in  the  market  area.  Portland,  among 
the  four  communities  studied,  was  the  only  site  in  which  the  Health  Choice 
program  was  available.  This  program  was  used  relatively  extensively  by 
persons  when  selecting  an  HMD:  S/HMD  members  (6.0%) ,  in  contrast  to  HMD 
members  (39.5%)  had  ever  attended  a  meeting  sponsored  by  Health  Choice. 
Of  those  who  did  attend,  the  program  was  described  by  over  half  (48.9% 
and  S/HMD  members;  69%  among  HMD  members)  as  being  very  influential  in 
their  decision  to  join  a  health  plan.  Only  a  few  HMD  members  (5.4%) 
described  the  program  as  having  no  influence.  This  rate  was  higher  among 
the  S/HMD  joiners  (35.1%). 
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INTRODUCITON 

This  chapter  compares  and  contrasts  case  management  departments  and  case 
management  roles  and  activities  across  the  four  S/HMO  demonstration  sites: 
Medicare  Plus  II  in  Portland,  Oregon;  Elderplan  in  Brooklyn,  New  York;  Seniors 
Plus  in  Minneapolis,  Minnesota;  and  SCAN  Health  Plan  (SHP)  in  Long  Beach, 
California.  First,  eligibility  criteria  for  chronic  care  benefits  and  case 
management  at  each  site  are  compared,  followed  by  a  description  of  the 
resultant  case  mix  of  members  receiving  chronic  care  benefits  and  case 
management.  The  next  section  diagrams  the  case  management  component  fit 
within  the  S/HMO  organizational  structure  and  describes  the  principal 
activities  undertaken  by  the  case  management  department  at  each  site.  Case 
management  staffing  patterns  and  caseloads  are  then  compared,  followed  by  a 
cross-site  comparison  of  the  costs  of  case  management.  The  final  section 
assesses  the  strength  of  the  linkages  that  had  been  developed  between  the  case 
management  component  of  the  S/HMO  and  the  larger  health  care  system  at  the  end 
of  the  second  year  of  the  demonstration  and  identifies  issues  and  questions  to 
be  examined  in  subsequent  analyses. 

BACKGROUND 

In  each  of  the  demonstrations  it  was  the  case  management  component  of  the 
S/HMO  that  was  given  responsibility  for  managing  the  nonacute,  long  term  care 
services.  In  the  S/HMO,  the  role  and  authority  of  the  case  managers  was 
envisioned  as  much  broader  than  in  earlier  long  term  care  demonstrations.  In 
most  earlier  demonstrations,  the  case  manager  role  focused  primarily  on 
screening/assessment  and  the  coordination  and/or  provision  of  community-based 
care  (Austin,  1983;  Berkeley  Planning  Associates,  1985;  Zawadksi,  1984).  In 
the  S/HMO,  the  case  manager  was  to  have  primary  responsibility  for  authorizing 
all  long  term  care  services,  responsibility  for  monitoring  the  chronic  care 
services  and  budget,  and  final  authority  over  chronic  care  resource 
allocation.  Beyond  this,  it  was  hoped  that  the  case  management  component 
would  also  be  able  to  establish  new  norms  of  practice  regarding  linkages  with 
other  components  of  the  health  care  system  that  would  ultimately  lead  to  care 
of  high  quality  delivered  in  an  equitable  manner,  but  would  at  the  same  time 
hold  chronic  care  costs  of  the  enrolled  population  to  budgeted  levels. 

Within  these  broad  goals  and  objectives,  each  demonstration  site  was 
permitted  flexibility  in  developing  its  case  management  model.  As 
implemented,  no  two  case  management  models  were  the  same.  In  large  part,  the 
differences  were  a  reflection  of  initial  program  design  decisions,  which 
subsequently  influenced  the  case  management  model  and  approach. 

METHODOLOGY 

Data  on  S/HMO  case  management  and  chronic  care  services  were  collected 
from  the  four  demonstration  sites.  Qualitative  data  on  the  organizational 
structure,  roles,  and  staffing  patterns  of  the  case  management  department  were 
obtained  from  interviews  with  the  director  of  case  management,  the  case 
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managers,  and  other  selected  S/HMD  staff.  Interviews  were  also  conducted  with 
representatives  from  .the  utilization  review  and  discharge  planning  staffs  of 
hospitals  and  nursing  homes  affiliated  with  and  serving  S/HMD  members.  The 
interviews  were  conducted  during  site  visits  in  the  fall  and  winter  of  1986. 
This  chapter  also  includes  background  information  about  planning  decisions 
made  during  the  S/HMD  developmental  period  in  1983  and  1984.  Statistical  data 
on  the  utilization  and  costs  of  case  management  services,  and  other  aspects  of 
the  S/HMD,  were  obtained  from  unaudited  S/HMD  quarterly  reports  submitted  to 
HCFA. 

This  chapter  covers  information  and  statistical  data  from  the  first  two 
years  of  the  S/HMDs,  which  began  enrollment  in  1985.  Throughout  this  chapter, 
emphasis  is  placed  on  the  1986  data,  which  represents  a  more  stable  program 
period  and  is  less  susceptible  to  variations  experienced  during  the  initial 
start-up  period.  It  is  important  to  note  that  the  S/HMDs  are  an  evolving 
system  and,  as  such,  there  have  been  some  important  changes  in  case  management 
and  its  activities  since  this  report  was  prepared.  The  information  provided 
here  describes  S/HMD  case  management  as  it  functioned  at  the  close  of  the 
second  year  of  the  demonstration. 

ELIGIBILITY  CRITERIA  FOR  CHRONIC  CARE 
BENEFITS  AND  CASE  MANAGEMENT  SERVICES 

HCFA  did  not  restrict  the  S/HMD  demonstrations  corKxrning  which  members 
should  be  eligible  to  receive  expanded  long  term  care  benefits.  Eligibility 
decisions  were  left  to  individual  sites  and  reflected  the  sites'  overall 
philosophy  and  policy  coricerning  the  distribution  of  chronic  care  resources. 

The  financing  of  acute  care  services  has  traditionally  been  relatively 
open-ended,  whereas  financing  for  long  term  care  services  has  been  more 
contained.  For  example,  since  the  1970s,  all  HCFA-supported  long  term  care 
demonstrations  have,  with  varying  success,  applied  eligibility  criteria  in  an 
effort  to  effectively  target  their  services  to  those  for  whom  long  term  care 
would  be  most  beneficial  and  cost-effective. 

The  results  of  the  recently  completed  National  Long  term  Care  Channeling 
Demonstration,  as  well  as  most  earlier  long  terra  care  demonstrations  conducted 
under  Medicare  and/or  Medicaid  waivers,  suggest  that  expanding  community-care 
programs  beyond  what  is  currently  provided  would  not  by  itself  reduce  public 
expenditures  for  long  term  care.  Nonetheless,  the  results  of  these 
demonstrations  suggested  several  potentially  promising  approaches  to  improving 
the  long  term  care  system  such  as  linking  the  provision  of  community  services 
to  a  nursing  home  preadmission  screening  process. 

The  similarity  of  the  earlier  demonstration  approaches  —  providing 
modest  amounts  of  extra  community  service  to  those  in  need  and  coordinating 
them  through  a  central  case  management  system  —  left  open  the  question  of 
whether  different  organizational  approaches  for  the  provision  of  long  term 
care  services  might -produce  better  results  (U.S.  HCFA,  1987) .  The  S/HMO 
organizational  model  in  which  a  single  provider  entity  assumes  responsibility 
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for  both  acute  and  long  term  care  services  under  a  fixed,  prospectively 
determined  budget  represents  one  such  approach. 

The  S/HMD  demonstrations  operated  under  several  important  constraints 
that  dictated  the  need  for  careful,  selective  targeting  of  the  membership 
eligible  for  chronic  care  benefits.  First,  the  chronic  care  benefits  were  by 
design  restrictive  in  terms  of  the  total  dollar  resources  available  for  each 
eligible  enrollee.  Second,  there  could  potentially  be  a  large  demand  for  long 
term  services  that  would  exceed  the  overall  projected  budget.  Third,  the 
demonstrations  were  eventually  to  be  financially  at  risk  for  all  long  term 
care  services.  Consequently,  key  program  decisions  had  to  be  made  about  who 
among  the  S/HMD  membership  should  be  eligible  for  the  expanded  long  term  care 
services. 

During  the  developmental  phase  of  the  demonstration,  the  issue  of 
targeting  and  eligibility  was  discussed  at  length  (Leutz  et  al.,  1985) .  Two 
positions  emerged.  On  the  one  hand,  early  intervention  with  members  who  are 
only  moderately  impaired  could  prevent  or  delay  functional  decline  and 
concammitant  high  service  costs,  and  could  prove  cost-effective  over  time.  On 
the  other  hand,  the  liinited  S/HMQ  budget  for  long  term  care  services  might 
make  it  prudent  to  limit  chronic  care  benefits  to  the  most  impaired,  frail 
members. 

Ultimately,  the  decision  regarding  eligibility  for  chronic  care  benefits 
was  linked  to  a  person's  level  of  impairment.  In  addition,  since  the 
demonstrations  were  to  be  paid  a  higher  rate  for  members  who  were  nursing  heme 
certifiable  (NHC) ,  it  seemed  equitable  to  link  eligibility  for  the  chronic 
care  services,  at  least  in  part,  to  NHC  status. 

All  of  the  sites  adopted  this  approach;  however,  there  were  significant 
differences  in  the  four  states*  criteria  for  nursing  home  certification. 
Furthermore,  each  site  still  had  the  option  of  deciding  to  be  more  or  less 
strict  than  the  state  criteria.  One  of  the  primary  reasons  for  giving  the 
demonstrations  latitude  in  defining  eligibility  for  the  chronic  care  benefit 
was  to  see  how  services  could  best  be  targeted  to  impaired  elderly,  working 
within  tight  budget  constraints. 

In  the  sections  below,  the  NHC  criteria  for  each  site  are  compared;  then 
expansion  of  the  NHC  eligibility  criteria  to  allow  more  members  access  to 
chronic  care  benefits  and  case  management  is  described.  Next,  a  special 
program  feature  (queuing)  designed  to  safeguard  against  adverse  case-mix  among 
the  membership  is  described.  Finally,  case-mix  differences  in  the  membership 
of  each  site  at  the  end  of  the  second  year  of  the  demonstration  are  assessed. 

NURSING  HOME  (JKRT1F1CATT0N  CRITERIA 

There  was  considerable  variation  among  nursing  home  certification 
criteria  in  the  four  states.  As  shown  in  Figure  1,  there  were  only  nine 
health-related  criteria  variables  common  to  all  sites:  mobility,  cognition, 
ability  to  eat/feed  oneself,  ability  to  use  the  toilet,  and  ability  to  manage 
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VARIABLES    INCLUDED   ON   "":->-.    NURSING    bu>«i    .-tKflFI CATION    FORM   AT   THE   S/HMO   SUES 


Medicare  SCAN 

ElttS    II  Fltlerplan Seniors   PIUS Health   Plan 


Activities   of   Dally    I  1v1n0 
Eat1 ng/Feed1 ng 
Toileting 
Bathing 

Dressing   and  Grooming 
Transferring 

Continence 

Bladder   Incontinence 
Bowel    Incontinence 

Mohmty 

Ambulation 

Wheeling 

Need  for  Restraint 

Sensory    Impairment 
Vision 
Hearing 
Communication 

Psychobehavloral    Problems 
Disoriented 
Judgment 
Regressive 
Agitated 
Restraint  Order 
Hallucination 
Depression 
Abusive 
Assaultive 
Wandering 

Nursing  Care   and   Therapy[g] 
Parenteral   Meds 
Inhalation  Treatment 
Oxygen 
Suctioning 
Ascetic  Dressing 
Lesion   Irrigation 
Cath/Tube   Irrigation 
Ostomy  Care 
Parenteral    Fluids 
Tube  Feeding 

Bowel/Bladder  Rehabilitation 
Bedsore  Treatment 
Indwelling  Catheter 
Other  (Describe) 
Minor  Skin  Care  and  Dressing 
Intake  and  Output 
Vital    Signs  Every   Four  Hours 
Special   Diet 
Health  Condi t1onf 

Other  Service  Needs 
Rehab  Services 
Medications 
Skilled  Therapy 


X[a] 

X 

X 


X 
X 
Xlc] 


xUl 
x 
x 
x 

X 

X 

X 
X 


Xlb] 
X[b] 
X 


X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 

•x 

X 
X 
X 
X 
X 


[a]Called    'mobility'    In   Medicare  Plus   II. 

[b]V1s1on   and  hearing  were  combined    Into  one   Item. 

[c]In  Elderplan,  the  variable  was  'speech',  but  some  of  the  categories  were  similar  to  those  used  at 
the  other   sites    1n   the  variable  called    'communication.' 

[d)Th1s  variable  was  called  'alert'  1n  Elderplan;  1t  1s  not  clear  how  comparable  1t  1s  to 
'orientation.' 

[e]In  order  to  categorize  any  Individual  as  nursing  home  certifiable,  points  were  assigned  to  cate- 
gories of  these  variables.  However,  each  site's  scoring  system  varied,  so  it  was  very  difficult  to 
compare  total    scores   derived. 

[flFor  Medicare  Plus  II,  this  measure  of  the  frequency  of  nursing  assistance  required  1s  noted  under 
health   conditions   Including  the   specific  nursing  and  therapies   Itemized  on  otrter    site  forms. 


medications.  Beyond  this,  there  were  numerous  differences  among  the  four 
sites  in  the  use  of  additional  criteria  variables  and  of  operational 
definitions  and  relative  weighting  of  these  variables  in  determining 
eligibility.  Beyond  this,  even  though  a  site  might  not  have  a  specific 
variable  on  its  form,  e.g. ,  bedsore  treatment,  this  factor  would  be  taken  into 
consideration  when  making  the  NHC  determination.  Consequently,  only  rough 
comparisons  could  be  made. 

In  general,  based  on  a  review  of  the  criteria  variables  and  their 
definitions,  nursing  home  certification  criteria  were  the  most  stringent  in 
Medicare  Plus  II  followed  by  Elderplan,  Seniors  Plus,  and  SCAN  Health  Plan. 
Thus,  while  each  site  paralleled  its  state  NHC  form  and  guidelines  to  qualify 
a  member  for  chronic  care  benefits  (and  a  higher  reimbursement  rate) ,  the  NHC 
criteria  were  by  no  means  parallel  across  the  four  demonstrations. 

EXPANDED  EUGIBIUTY  CRITERIA 

Beyond  the  NHC  criteria,  each  site  chose  to  expand  its  eligibility 
criteria  and  provide  at  least  some  services  to  members  who  were  not  nursing 
home  certifiable.  Thus,  the  membership  eligible  to  receive  chronic  care 
services  and/or  case  management  was  determined  by  interrelated  factors:  the 
stringency  of  state  NHC  criteria  and  the  site's  application  of  these  criteria; 
the  extent  to  which  the  site  permitted  provision  of  chronic  care  services  to 
less  impaired  members;  and  the  extent  to  which  the  site  provided  case 
management  services  to  members  who  did  not  qualify  for  chronic  care  services. 
As  shown  in  Figure  2,  the  four  demonstrations  can  be  placed  on  a  continuum 
ranging  from  the  most  restrictive  to  the  least  restrictive  eligibility 
criteria  for  the  chronic  care  benefits  and/or  case  management  services. 

Medicare  Plus  II  made  a  conscious  decision  to  adhere  to  strict 
eligibility  criteria,  a  decision  that  was  guided  by  the  demonstration  site's 
principal  focus  —  learning  to  underwrite  a  long  term  care  benefit.  Among  the 
four  sites,  Medicare  Plus  II  used  the  most  restrictive  criteria  for 
eligibility  to  receive  chronic  care  benefits.  To  qualify,  a  member  had  to  be 
nursing  home  certifiable  and  at  "high  risk"  of  nursing  home  placement,  meeting 
one  of  the  following  criteria:  cannot  walk,  needs  continuous  assistance; 
needs  total  help  with  feeding  or  intravenous  feeding;  dangerous,  violent, 
abusive,  or  needs  physical  restraint;  frequently  confused  or  physically 
wanders;  highly  impaired  health  status,  bedbound,  needs  full-time 
nursing-medical  care  to  maintain  vital  bodily  functions;  cannot  manage 
medications,  needs  daily  help;  needs  total  help  to  use  toilet  or  cannot  use; 
incontinent  three  to  five  times  per  week,  needs  help  three  to  five  times  per 
week,  or  total  help. 

During  the  first  two  years  of  the  demonstration,  there  was  a  "loophole" 
in  Oregon's  NHC  criteria  which  qualified  a  person  as  NHC  if  he/she  was 
incontinent,  but  was  otherwise  functionally  independent  and  healthy.  In 
January  1987,  at  HCFA's  request,  the  NHC  criteria  were  revised  to  be 
consistent  with  the  state's  new  interpretation  of  the  incontinence  criterion 
The  scoring  for  incontinence  was  adjusted  to  correct  for  this  inconsistency 
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between  iinpairment  and  service  needs. 

During  the  first  two  years  of  the  demonstration,  Medicare  Plus  II  also 
provided  case  management  services  to  same  members  not  eligible  for  chronic 
care  benefits,  but  judged  to  need  monitoring  by  a  case  manager.  It  was 
reported,  however,  that  there  would  be  less  monitoring  of  non-NHC  members  in 
the  future. 

At  Elderplan,  the  eligibility  criteria  for  chronic  care  benefits  became 
slightly  more  restrictive  over  time.  Initially,  the  eligibility  criteria  were 
based  on  the  New  York  State  "adapted"  nursing  home  preadmission  screening 
form  (the  DMS-I) ,  which  takes  into  consideration  impairment  and  service  needs 
related  to  home  care  (i.e.,  meal  preparation,  mobility,  and  walking)  as  well 
as  the  need  for  nursing  home  care,  which  the  original  DMS-I  form  was  designed 
to  assess.  During  the  second  year,  the  site  began  to  strictly  adhere  to  the 
original  DMS-I  form  and  scoring  system.  To  qualify  for  chronic  care  services, 
a  member  had  to  meet  the  state  criteria  for  a  Skilled  Nursing  Facility  or  a 
Health  Related  Facility. 

Elderplan  provided  case  management  services  for  members  who  were  not 
nursing  home  certifiable.  Each  case  manager  had  a  small  number  of  clients  who 
were  neither  nursing  home  certifiable  nor  severely  impaired,  and  who  were  not 
receiving  any  chronic  care  services  but  had  been  formally  assessed  and  found 
to  be  in  need  of  monitoring  due  to  an  unstable  medical  or  social  situation. 

Seniors  Plus  eligibility  criteria  for  chronic  care  benefits  and  case 
management  stated  that  the  person  must  be  nursing  home  certifiable  or  at  risk 
of  nursing  home  placement,  based  on  the  preadmission  screening  form  developed 
by  Hennepin  County.  The  "at-risk"  criteria  allowed  for  a  substantial  amount 
of  clinical  judgement  by  the  case  managers.  About  one-half  of  the  clients 
receiving  services  were  NHC  and  about  one-half  were  classified  at  risk. 

In  addition  to  clients  actively  receiving  chronic  care  services,  each  of 
the  case  managers  also  had  a  sizeable  caseload  of  clients  who  were  being 
monitored  on  an  ongoing  basis  due  to  changing  health  and/or  social  situations. 
The  caseload  mix  reflected  the  original  Seniors  Plus  intent  to  cast  a  broad 
net  and  provide  preventive  services.  On  the  other  hand,  it  was  also  reported 
that  based  on  experience  gained  to  date,  the  demonstration  was  considering 
clarifying  and  tightening  the  long  term  care  eligibility  criteria  for  at-risk 
members. 

The  demonstration  site  with  the  least  restrictive  eligibility  criteria 
for  chronic  care  benefits  and  case  management  was  SCAN  Health  Plan  (SHP) . 
Several  factors  explained  the  less  restrictive  eligibility  criteria.  First, 
the  demonstration  was  designed,  in  part,  to  test  the  impact  of  preventive  care 
for  at-risk  elderly.  Second,  California's  nursing  home  determination  criteria 
allowed  for  considerable  professional  judgment  and  leeway  regarding  nursing 
home  certification.  Third,  SHP  provided  short-term  chronic  care  services  and 
case  management  to  hospitalized  members.  Fourth,  in  aemparison  to  the  other 
demonstration  sites,  SHP  elected  to  provide  regular  monthly  case  management 
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follow-up  for  members  who  were  severely  or  moderately  impaired  but  were  not 
actively  receiving  chronic  care  services.  In  June  1987,  SHP,  citing  fiscal 
reasons,  presented  a  proposal  to  HCFA  to  change  its  eligibility  criteria  and 
offer  chronic  care  services  only  to  members  certified  as  NHC. 

QUEUING 

Based  on  the  stringency  of  its  eligibility  criteria,  the  sites  estimated 
between  5  and  14  percent  of  the  membership  would  use  chronic  care  benefits  at 
any  one  time  (Leutz  et  al.,  1985).  However,  uncertainty  about  biased 
selection  was  a  major  issue  in  the  S/HMO.  Because  the  proportion  of  long  term 
care  benefit  users  was  projected  to  be  small,  even  minor  variations  from 
projected  use  could  potentially  place  the  sites  in  financial  jeopardy  and 
strain  the  service  delivery  system. 

To  protect  against  an  unbalanced  selection  (i.e.,  a  larger  proportion  of 
impaired  members  than  was  found  in  the  aged  population  in  the  area) ,  the  sites 
were  given  the  option  of  queuing.  Developed  by  Brandeis  University,  the 
queuing  mechanism  categorized  applicants  according  to  their  level  of 
functional  impairment.  The  specific  queuing  categories  were: 

•  Severely  Impaired:  needs  assistance  in  activities  of  daily  living  (ADL) 
(bathing,  dressing,  eating,  toileting,  transferring)  or  is  bedbound; 

•  Moderately  Impaired:  does  not  need  ADL  assistance  and  is  not  bedbound, 
but  must  stay  in  the  house  most  or  all  of  the  time,  needs  the  help  of 
another  person  in  getting  around,  needs  a  device  (a  cane,  walker,  or 
wheelchair)  to  get  around,  or  has  trouble  getting  around  freely;  and 

•  Unimpaired  or  Mildly  Impaired:  does  not  need  ADL  assistance  and  is  not 
bedbound,  does  not  have  trouble  getting  around  freely. 

The  purpose  of  queuing  was  to  maintain  a  case-mix  in  the  S/HMO  population 
with  distributions  on  levels  of  functional  impairment  representative  of  the 
distributions  estimated  for  the  community.  Based  on  data  available  from 
national  surveys  of  the  elderly  (1972  Health  Survey;  1977  Current  Medicare 
Survey;  1977  Health  Interview  Study)  and  the  best  data  available  on  cxanraunity 
distributions,  estimates  of  impairment  were  developed  for  each  site  ranging 
from  3  to  6  percent  for  the  severely  impaired,  from  13  to  17  percent  for  the 
moderately  impaired,  and  from  72  to  82  percent  for  the  unimpaired  or  mildly 
impaired  (Leutz  et  al. ,  1985) . 

The  S/HMO  Application  Form  contained  a  set  of  questions  about  the 
applicant's  level  of  functional  impairment.  All  applications  were  reviewed  by 
the  membership  services  department,  and  when  the  proportion  of  S/HMO  enrollees 
in  either  the  severely  or  moderately  impaired  categories  exceeded  the 
community  estimates,  the  site  was  permitted  to  place  the  applicant  an  a 
waiting  list  until  more  unimpaired  persons  became  members. 

Only  three  of  the  sites  chose  to  use  queuing  —  Elderplan,  Seniors  Plus, 
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and  SCAN  Health  Plan.  Medicare  Plus  II  elected  not  to  queue  preferring  to 
achieve  the  desired  balanced  enrollment  through  effective  marketing. 

As  the  data  in  Table  1  show,  two  sites  had  sizeable  queues  at  the  end  of 
the  fourth  quarter  of  1986.  At  Elderplan,  the  queue  contained  123  people, 
who,  if  admitted,  would  have  increased  the  severely  impaired  membership  at  the 
end  of  the  fourth  quarter  of  1986  from  4.1  to  8.6  percent.  Similarly,  at 
Seniors  Plus  the  queue  contained  87  people  who,  if  admitted,  would  have 
increased  the  severely  impaired  membership  from  7.2  to  11.8  percent. 

MEMBERSHIP  CASE'  MIX 

Given  the  differences  in  the  eligibility  criteria  and  processes  at  the 
four  sites,  it  was  not  surprising  to  find  that  different  groups  of  members 
were  deemed  eligible  for  chronic  care  services.  Table  2  shows  the  number  and 
proportion  of  the  S/HMD  membership  who  were  nursing  home  certifiable,  members 
who  were  receiving  chronic  care  services,  and  members  who  were  receiving  case 
management  services  only  during  the  fourth  quarter  of  1985  and  1986.  Also 
shown,  where  available,  are  site  projections  made  about  case-mix  when  planning 
the  S/HMO.  These  data  show  there  was  considerable  variability  between  sites, 
as  well  as  within  a  site  over  time,  in  the  proportion  of  NHC  members,  as  well 
as  the  proportion  of  members  receiving  chronic  care  services  and  case 
management  only.  Medicare  Plus  IT  projected  that  only  5  percent  of  its 
membership  would  be  NHC  at  time  of  enrollment  and  that  5  percent  would  be 
receiving  chronic  care  services  at  any  one  time.  By  the  fourth  quarter  of 
1986,  there  were  4,300  S/HMO  members;  6.7  percent  were  NHC,  but  only  4.5 
percent  were  receiving  chronic  care  services.  Another  4  percent  of  the 
members  were  receiving  case  management  services  only  (i.e.,  periodic 
monitoring) .  The  proportion  of  NHC  members  was  larger  than  the  proportion  of 
members  receiving  chronic  care  for  two  reasons.  First,  the  informal 
caregivers  of  some  NHC  members  were  providing  all  the  needed  services. 
Second,  as  mentioned  above,  a  "loophole"  in  the  NHC  criteria  qualified  some 
incontinent  members  as  NHC  who  did  not  actually  need  services.  Thus,  only  67 
percent  of  the  NHC  members  were  receiving  chronic  care  services. 

Elderplan  projected  that  13.8  percent  of  its  membership  would  be  impaired 
and  using  chronic  care  services  at  any  given  time.  This  projected  figure  was 
the  highest  of  the  four  sites,  reflecting  a  conservative  planning  approach  and 
uncertainty  in  predicting  who  would  be  qualified  as  NHC  using  state  criteria. 

By  the  fourth  quarter  of  1986,  the  S/HMO  had  2,502  members;  4.1  percent 
of  the  members  were  NHC;  only  2.9  percent  were  receiving  chronic  care 
services,  and  another  2.6  percent  were  receiving  only  case  management 
services.  The  actual  case  mix  was  clearly  different  (i.e.,  less  impaired) 
than  in  original  projections.  Like  Medicare  Plus  II,  the  proportion  of  NHC 
members  was  larger  than  the  proportion  of  members  receiving  chronic  care 
services.  Approximately  71  percent  of  the  NHC  members  were  receiving  chronic 
care  services. 

Seniors  Plus  projected  that  4.3  percent  of  its  members  would  be  NHC,  but 
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Table  1 
NUMBER  OF  APPLICANTS  IN  S/HMO  QUEUE [a] 


4th  Quarter 
1985 

4th  Quarter 
1986 

Elderplan 

Severely  Impaired 

29 

123 

Moderately  Impaired 

6 

0 

Seniors  Plus 

Severely  Impaired  14  87 

Moderately  Impaired  0  0 

SCAN  Health  Plan 

Severely  Impaired  0  0 

Moderately  Impaired  0  0 


Source:  S/HMO  Demonstration  Quarterly  Reports,  October  through  December, 
1985  and  October  through  December,  1986. 

[a]Medicare  Plus  II  chose  not  to  use  the  queuing  process. 
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8.5  percent  of  its  members  would  be  receiving  chronic  care  services  —  a 
reflection  of  expanded  eligibility  criteria  and  a  preventive  approach.  By  the 
fourth  quarter  of  1986,  the  S/HMO  had  1,688  members;  7.2  percent  of  the 
members  were  NHC;  11.0  percent  were  receiving  chronic  care  services,  and  an 
additional  8.2  percent  were  receiving  only  case  management  services.  The 
case-mix  reflected  the  Seniors  Plus  emphasis  on  providing  chronic  care 
services  for  preventive  purposes. 

Lite  Seniors  Plus,  SCAN  Health  Plan#(SHP)  projected  that  a  larger 
proportion  of  its  membership  would  receive  chronic  care  services  (10.0%)  than 
would  be  NHC  (4.0%) .  Like  Seniors  Plus,  the  SHP  case-mix  projections  were 
somewhat  low,  and  the  membership  was  more  impaired  than  anticipated.  By  the 
fourth  quarter  of  1986,  SHP  had  2,061  members;  5.5  percent  of  the  members  were 
NHC;  12.1  percent  were  receiving  chronic  care  services,  and  7.9  percent  were 
receiving  only  case  management  services. 

•  There  were  apparent  inconsistencies  between  the  stringency  of  state  NHC 
criteria  and  the  proportion  of  members  ultimately  determined  to  be  NHC. 
For  example,  why  did  SCAN  Health  Plan  with  its  seemingly  liberal  NHC 
criteria  have  relatively  few  NHC  members?  Why  did  Seniors  Plus,  with  its 
fairly  tight  NHC  criteria,  have  so  many  NHC  members?  Why  did  the 
proportion  of  NHC  members  increase  at  two  sites  (Medicare  Plus  II  and 
SCAN  Health  Plan)  and  decrease  at  the  other  two  sites  (Elderplan  and 
Seniors  Plus)  during  the  second  year  of  the  demonstration? 

•  Queuing  was  designed  to  safeguard  against  biased  selection,  yet  the  data 
suggest  that  queuing  was  not  working  as  intended.  For  example,  during 
the  fourth  quarter  of  1986,  Elderplan  had  a  queue  of  123  severely 
impaired  applicants  (see  Table  1) ,  yet  both  the  proportion  of  members  who 
were  NHC  (4.1%)  and  the  proportion  of  members  actually  receiving  chronic 
care  services  (2.9%)  were  well  below  the  projected  proportion  of  severely 
impaired  members  (5.5%) .  Given  these  data,  why  was  the  queue  operating? 
It  appears  that  at  least  a  portion  of  the  applicants  on  the  queue  should 
have  been  admitted  to  the  S/HMD. 

•  These  data  also  indicate  a  need  for  better  data  to  project  impaired 
membership.  By  the  end  of  the  fourth  quarter  of  1986,  there  was 
considerable  variation  between  the  projections  and  the  actual  impaired 
membership.  Since  these  projections  also  reflected  budget  assumptions 
about  the  S/HMD,  this  variation  potentially  becomes  an  important  issue. 
These  unanticipated  findings  regarding  case-mix  in  the  S/HMD  and  the 
questions  raised  will  be  explored  in  subsequent  evaluation  reports. 

PRIMARY  CASE  MANAGEMENT  ROLES 

In  large  part,  the  roles,  responsibilities,  and  authority  given  to  the 
case  management  component  of  the  S/HMD  demonstrations  were  determined  by  the 
organizational  model.  The  organizational  model  was  also  a  key  determinant  of 
case  management  department  linkages  to  the  larger  S/HMD  delivery  system. 
Indeed,  the  organizational  model  often  determined  whether  the  case  managers 
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had  direct  control  over  a  function/service  or  whether  the  case  manager's  role 
was  primarily  that  of  coordinating  with  an  existing  health  care  provider. 

By  design,  the  S/HMD  demonstrations  were  allowed  flexibility  in 
developing  their  organizational  models  "as  long  as  the  responsibility  for 
integrating  the  full  range  of  acute  and  long  term  care  services  was  assumed  by 
an  identifiable  agency  or  a  group  of  agencies  acting  in  concert"  (Leutz  et 
al.,  1985). 

Figures  3-6  summarize  the  linkages  between  the  components  of  each  of  the 
four  S/HMD  delivery  systems  and  the  case  management  functions.  A  more 
detailed  discussion  of  case  management  department  linkages  with  the  S/HMD 
service  delivery  system  is  provided  in  Attachment  A. 

A  number  of  the  roles  of  the  case  managers  at  each  of  the  sites  were 
quite  similar  and  tended  to  reflect  traditional  case  management  functions 
(e.g.,  assessment,  care  planning,  and  service  arrangement) .  The  primary 
differences  in  case  manager  roles  among  the  four  demonstrations  were  related 
to  utilization  review  and  discharge  planning  functions.  Figure  7  highlights 
the  similarities  and  differences  in  case  management  roles  at  the  four  S/HMD 
sites. 

SCREENTNG/ASSESSMENT 

All  of  the  sites  designated  the  case  management  component  of  the  S/HMD  as 
the  member's  single  entry  point  into  the  long  term  care  system.  The  site  case 
management  directors  worked  in  canjunctian  with  Brandeis  University,  which 
provided  technical  assistance  to  the  S/HMDs  in  order  to  develop  two  principal 
screening/assessment  instruments  for  the  S/HMD:  the  baseline  Health  Status 
Form  (HSF)  and  the  Comprehensive  Assessment  Form  (CAF) .  Many  of  the 
procedures  for  screening  and  assessing  the  S/HMD  members  for  eligibility  for 
chronic  care  services  were  similar  at  each  site,  but  there  were  also  important 
differences. 

Each  new  enrollee  in  the  S/HMD  received  by  mail  an  HSF  with  questions 
concerning  the  member's  health  status,  functional  limitations,  prior  and 
current  utilization  of  acute  and  long  term  care  services,  and  sociodemographic 
information.  At  all  sites,  the  case  management  department  was  responsible  for 
reviewing  the  HSF  and  conducting  a  followup  telephone  screen  to  obtain  missing 
information  or  clarify  responses.  As  case  management  caseloads  grew, 
telephone  screens  were  conducted  less  frequently.  The  HSF  was  used  to  make  an 
initial  determination  about  eligibility  for  chronic  care  services.  At  all 
sites,  members  classified  as  unimpaired  or  mildly  impaired  were  not  eligible 
for  chronic  care  benefits  or  case  management  unless  their  health  status 
declined  at  a  later  date. 

In  accordance  with  their  original  site  protocols,  the  sites  used 
different  standards  to  determine  who  should  receive  the  in-person 
Comprehensive  Assessment  Form  (CAF)  that  was  used  to  make  a  final 
determination  about  eligibility  for  chronic  care  benefits.  At  Medicare  Plus 
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II,  CAFs  were  completed  by  a  case  manager  on  all  new  enrollees  who  HSF  data 
indicated  were  bedbound  or  in  need  of  assistance  with  two  or  more  activities 
of  daily  living. 

At  the  three  other  sites,  the  CAF  was  administered  by  a  case  manager  to 
any  member  who  was  bedbound  or  unable  to  perform  one  or  more  activities  of 
daily  living.  In  addition,  Seniors  Plus  and  SCAN  Health  Plan,  which  elected 
to  provide  chronic  care  benefits  and/or  case  management  to  moderately  impaired 
members,  routinely  completed  a  CAF  on  moderately  impaired  members  prior  to 
implementing  services.  At  all  of  the  sites,  the  CAF  was  also  administered  to 
members  wham  a  case  manager  had  judged  to  be  in  need  of  services  after 
reviewing  specific  responses  to  HSF  questions  (e.g.,  a  proxy  respondent 
reporting  that  the  member  had  severe  memory  loss) . 

The  CAF  is  a  questionnaire  covering  the  client's  health  conditions, 
medications,  functional  impairment,  mental  status,  social  interaction,  help 
received  from  informal  caregivers,  and  current  and  past  service  utilization. 
The  CAF  is  sufficiently  detailed  to  generate  the  information  necessary  to  meet 
the  different  nursing  home  level-of-care  certification  requirements  of  the 
four  sites.  After  the  CAF  is  completed,  the  case  manager  determines 
eligibility  for  chronic  care  services. 

Considerable  time  and  money  were  spent  developing  and  refining  the  HSF 
and  the  CAF.  Both  instruments  had  standardized  data  sets  (with  optional 
questions  added  at  each  site) .  These  protocols  were  potentially  useful  not 
only  for  the  case  managers  who  used  data  from  these  instruments  as  the  basis 
for  care  plans,  but  also  for  evaluating  program  outcomes. 

Because  eligibility  criteria  for  chronic  care  benefits  were  not 
standardized,  the  demonstrations  did  not  standardize  the  criteria  used  to 
require  admi  nistration  of  the  CAF.  Each  site  did  obtain  a  baseline  CAF  on  all 
members  who  were  NHC,  all  members  who  had  two  or  more  ADL  impairments,  all 
members  who  reported  having  to  stay  in  bed  all  or  most  of  the  time  because  of 
a  health  problem,  and  on  members  receiving  chronic  care  services  for  reasons 
beyond  the  above  criteria.  Beyond  these  minimum  criteria,  CAF  data  were 
available  on  substantially  different  proportions,  and  presumably  different 
types,  of  members  at  each  site. 

CARE  PLANNING  AND  SERVICE  ARRANGEMENT 

After  eligibility  for  services  was  determined,  a  case  manager  developed  a 
plan  of  care.  While  not  identical,  the  key  components  of  care  planning  were 
similar  across  sites  and  included:  a)  developing  problem-oriented  care  plans 
with  specific  objectives,  scope,  and  duration  of  services;  b)  exploring  care 
options  with  the  client  and  the  family;  c)  explaining  service  costs  and 
copayments  to  the  client  and  family;  d)  reinforcing  and  supporting  family 
caregiving;  and  e)  developing  the  most  cost-effective  mix  of  services  within 
the  constraints  of  the  benefit  package. 

Sites  differed  somewhat  on  the  procedures  used  to  link  the  assessment  and 
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care  planning  processes.  At  three  sites  —  Elderplan,  Seniors  Plus,  and  SHP 
—  each  new  member  assessed  as  eligible  for  chronic  care  services  or  case 
management  was  reviewed  at  a  case  conference  meeting.  A  summary  of  key 
variables  on  the  CAF  was  presented,  along  with  the  proposed  service  plan  by 
the  assigned  case  manager.  Questions  cxDncerning  level  or  intensity  of  services 
were  resolved  at  the  group  meeting,  thereby  increasing  comparability  between 
case  managers  regarding  assessed  need  and  levels  of  service  authorized. 

At  Medicare  Plus  II,  for  the  first  year  and  a  half  of  the  demonstration, 
all  new  cases  were  presented  at  case  conferences.  Subsequently,  case  managers 
selected  only  difficult  or  problem  cases  for  presentation  and  discussion. 
However,  all  initial  care  plans  had  to  be  approved  by  the  case  management 
director  or  the  lead  resource  coordinator. 

At  all  sites,  the  case  managers  were  responsible  for  coordinating  the 
fairly  comprehensive  array  of  institutional  and  community-based  long  term  care 
services  that  constituted  the  chronic  care  benefit  package.  A  large  portion 
of  each  case  manager's  time  was  spent  making  arrangements  for  chronic  care 
services,  including  selecting  the  vendor  to  provide  the  service  if  it  was  a 
contracted  service  and  arranging  the  service  days  and  hours.  In  addition  to 
arranging  for  covered  chronic  care  services,  at  each  of  the  sites  the  case 
managers  routinely  contacted  non-S/HMD  service  providers  to  obtain  information 
or  refer  members  for  services  not  covered  by  the  S/HMD,  such  as  legal  help, 
social  security,  shared  housing,  home  delivered  meals,  friendly  visitors, 
senior  centers,  etc. 

All  sites  emphasized  involving  and  supporting  informal  caregivers. 
Face-to-face  meetings  or  telephone  calls  were  conducted  with  caregivers  to 
negotiate  care  plans,  explain  benefits  and  copayments,  clarify  client  needs, 
help  the  family  accept  client  disabilities,  facilitate  family  interaction, 
identify  tasks  family  members  could  reasonably  do,  and  provide  support  for 
family  caregiving  efforts.  All  sites  had  written  guidelines  specifying  that 
no  chronic  care  services  could  be  authorized  without  first  exploring  the 
availability  of  potential  help  from  informal  caregivers. 

MONITORING  CHRONIC  CARE  SERVICES 
AND  RESOURCE  ALLOCATION 

For  clients  initially  receiving  community-based  services  and/or  home 
care,  case  managers  closely  monitored  needs  and  services  via  frequent 
telephone  calls  with  the  client  and/or  family.  In  addition,  the  case  managers 
participated  in  weekly  case  conferences  during  which  individual  members  and 
their  care  plans  were  reviewed.  In  large  part,  the  case  conferences  served  a 
quality  assurance  and  utilization  review  function  for  chronic  care  services. 
Once  new  services  were  in  place  and  working  well  telephone  monitoring  became 
less  frequent,  ranging  from  once  a  month  to  once  every  three  months. 

At  all  sites,  clients  who  were  NHC  had  to  be  recertified  every  three 
months  using  the  state  nursing  home  certification  form.  The  case  managers 
were  also  required,  at  six-month  intervals,  to  conduct  an  in-person  formal 

-20- 


reassessment  of  health,  functional  status,  and  service  needs  for  all  clients 
actively  receiving  chronic  care  services.  This  reassessment  was  a  scaled-down 
version  of  the  Comprehensive  Assessment  Form  with  standardized  key  questions 
at  all  sites. 

Generally,  S/FMO  case  managers  viewed  this  reassessment  process  as  extra 
work  not  essential  for  monitoring  and  managing  the  care  of  the  client.  Many 
case  managers  felt  that  frequent  contact  with  the  person  and/or  family 
provided  sufficient  information  to  modify  care  plans  without  a  formal 
reassessment.  By  the  end  of  the  second  year,  Medicare  Plus  IT  and  SKP  were  on 
schedule  in  conducting  reassessments,  but  Seniors  Plus  and  Elderplan  were 
running  far  behind  schedule. 

At  each  of  the  sites,  one  of  the  primary  roles  of  the  case  manager  was 
resource  allocation  —  authorizing  and  overseeing  the  members '  chronic  care 
service  use  and  costs.  In  most  cases  this  required  the  development  of  a 
long-term  chronic  care  service  utilization  plan  in  order  to  prevent  clients 
from  exhausting  their  benefits. 

The  sites  varied  on  the  maximum  annual  chronic  care  benefit:  Medicare 
Plus  II  offered  the  greatest  coverage  ($12,000),  followed  by  SCAN  Health  Plan 
($7,500),  Elderplan  ($6,500),  and  Seniors  Plus  $5,000  annually  and  $6,500 
lifetime  for  nursing  home  services.  The  sites  also  had  somewhat  different 
benefit  periods  and  cost-sharing  arrangements  (for  a  detailed  discussion  of 
the  chronic  care  benefits  and  copayments  see  Chapter  4) . 

It  is  important  to  place  in  perspective  the  actual  dollars  that  were 
available  for  a  case  manager  to  draw  on  when  developing  a  care  plan.  An 
impaired  person's  S/HMO  chronic  care  budget  was  not  large.  For  example,  at 
SHP,  with  a  fairly  generous  $7,500  annual  benefit,  the  average  monthly  benefit 
was  $625  or  $140  per  week.  If  an  elderly  person  with  Alzheimer's  disease 
needed  day  care  three  days  a  week  at  $27  a  day  and  a  home  health  aide  to 
assist  the  family  with  the  member's  personal  care  needs  for  two  hours  at  $8.75 
per  hour  on  the  days  when  day  care  was  not  attended,  the  weekly  cost  would  be 
$151,  which  would  exceed  the  $140  budget.  For  members  with  short-term  or 
time-limited  chronic  care  service  needs,  benefit  limits  usually  posed  no 
problem.  For  a  highly  impaired  person  requiring  services  on  an  ongoing  basis, 
services  had  to  be  carefully  allocated  to  maximize  member  benefits. 

To  date,  it  appears  that  the  case  managers  have  been  able  to  monitor  and 
maximize  benefits  with  considerable  success.  For  example,  during  the  fourth 
quarter  of  1986,  the  sites  reported  that  only  a  small  number  of  members  had 
exhausted  their  benefits:  Medicare  Plus  II  (1  member) ;  Elderplan  (4  members) ; 
Seniors  Plus  (7  members) ;  and  in  SCAN  Health  Plan,  no  members  exhausted  their 
benefits.  For  Seniors  Plus,  which  also  had  the  smallest  annual  chronic  care 
benefit,  the  proportion  of  members  exhausting  their  benefits  was  less  than  .01 
percent.  During  the  fourth  quarter  of  1985,  even  fewer  members  exhausted 
their  benefits. 

Although  the  level  of  sophistication  varied  considerably  across  sites, 
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each  demonstration  had  developed  some  mechanism  to  monitor  chronic  care 
service  use  and  costs  over  time. 

Medicare  Plus  II  had  a  computerized  service  authorization  program,  which 
the  case  managers  used  to  enter,  on  a  case-by-case  basis,  data  on:  the 
provider  (vendor  or  company  from  which  services  were  purchased) ;  the  type  of 
sear/ice  provided,  beginning  and  end  of  the  service  period,  frequency  of  the 
service  and  the  number  of  service  units;  and  the  unit  costs  for  each  service. 
The  computer  then  calculated  total  costs  authorized  for  the  service  period  and 
year-to-date . 

Each  case  manager  was  responsible  for  correcting  the  authorization  forms 
if  the  service  plan  changed  or  some  authorized  services  were  not  delivered. 
The  major  weakness  of  this  cost  monitoring  system  was  that  it  was  not  directly 
linked  to  the  actual  billing  and  payment  records.  The  authorization  forms  were 
sent  to  Kaiser's  central  billing  system  and  no  unauthorized  services  were 
paid;  however,  at  the  end  of  the  second  year  of  the  demonstration  there  was 
no  systematic  procedure  for  making  adjustments  for  service  cost  authorized, 
but  unused.  Consequently,  a  member  could  be  entitled  to  more  services  than 
allocated,  because  the  actual  services  used  were  less  than  the  services 
authorized.  For  example,  a  case  manager  might  have  authorized  a  home-health 
aide  for  three  hours,  three  days  a  week  for  a  one-month  period,  but  after  two 
weeks,  the  member !s  health  improved  and  the  aide  was  no  longer  needed. 

At  Elderplan,  service  authorization  forms  had  not  been  computerized  by 
the  end  of  the  second  year.  Chronic  care  services  were  authorized  based  on  a 
care  plan  that  was  certified  and  approved  for  90  days.  Case  managers 
contacted  vendors  and  verbally  agreed  to  the  plan  of  care.  The  case  manager 
then  filled  out  a  separate  Authorization  for  Service  form  for  each  service  and 
submitted  the  form  to  the  case  management  clerk.  A  Monthly  Service  Summary 
was  also  completed  by  the  case  manager,  listing  all  services  and  costs,  and 
forwarded  to  the  Finance  Department. 

Upon  receipt  of  a  monthly  statement  from  the  vendor,  the  case  management 
clerk  compared  the  bill  with  the  case  manager's  service  summary.  If  these 
documents  did  not  agree,  discrepancies  were  resolved  prior  to  the  bill  being 
forwarded  to  the  Finance  Department  for  payment. 

Although  this  system  worked,  it  was  cumbersome  and  time-consuming;  each 
service  required  a  separate  authorization  form  and  the  case  managers  had  to 
manually  compute  costs.  The  real  weakness  of  the  system  was  that  the  finance 
department  was  also  not  computerized.  At  the  end  of  the  second  year  of  the 
demonstration,  there  was  a  backlog  of  unprocessed  claims.  Since  the 
cross-check  between  chronic  care  services  authorized  and  actually  billed  was 
also  not  up  to  date,  case  managers  could  only  approximate  actual  services  used 
and  associated  costs  based  on  authorized  levels  of  service. 

At  Seniors  Plus,  utilization  and  costs  of  chronic  care  services  were 
monitored  via  a  conputerized  care  plan  that  specified  the  type  of  service,  the 
provider,  the  start  date,  the  review  date,  the  frequency/  the  unit  cost  per 
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service,  and  the  total  cost.  All  authorized  services  required  review  at  least 
every  six  months.  Most  care  plans  were  reviewed  more  frequently.  There  was 
also  a  computerized  program  to  make  changes  in  the  care  plan. 

The  authorization  forms  for  chronic  care  services  were  manually  completed 
by  the  case  managers  and  the  data  entered  into  the  computerized  care  plan  by 
an  administrative  assistant.  The  updated  care  plan  was  then  used  by  the  case 
manager  bo  identify  potential  problems.  Members  whose  care  plans  exceeded 
$400  per  month  were  flagged  for  special  review,  as  well  as  any  members  who  had 
less  than  $1,500  left  in  their  chronic  care  service  budget  for  the  benefit 
year.  At  Seniors  Plus,  there  was  a  direct  link  between  service  authorizations 
and  paid  claims.  All  vendor  bills  were  entered  into  the  system  updating  the 
records  to  show  only  those  services  actually  used  by  a  member. 

At  SCAN  Health  Plan,  chronic  care  service  plans  and  service  authorization 
forms  were  computerized.  However,  all  care  plans  were  first  hand  written  and 
then  computerized  after  the  plan  had  been  approved  by  the  case  management 
director.  After  a  plan  was  approved,  the  case  manager  entered  the  approved 
services  on  a  computerized  Purchase  of  Service  Authorization  (PSA)  Form. 
Copies  of  the  PSA  were  then  sent  to  the  member,  the  vendor  from  whom  the 
service  was  purchased,  and  the  SCAN  finance  department. 

If  any  bill  exceeded  five  percent  of  the  PSA,  the  accounting  department 
sent  the  bill  to  the  case  management  department.  It  was  then  the  case 
managers  responsibility  to  review  the  bill,  and  make  any  needed  corrections  on 
the  computerized  PAS. 

A  second  cost  check  was  also  built  into  the  SHP  system.  A  case  manager 
could  write  a  ISA  for  an  amount  higher  than  specified  in  the  plan,  but  the  PSA 
was  held  in  the  computer  until  the  case  management  director  authorized  the 
PSA,  using  a  special  (high-cost)  PSA  authorization  program,  which  only  the 
case  management  director  could  access. 

UTILIZATION  REVIEW 

Utilization  review  for  S/HMO  clients  who  were  hospitalized  or  placed  in  a 
nursing  home,  was  one  of  the  functions  for  which  case  manager  responsibilities 
varied  considerably  among  the  four  sites. 

In  Medicare  Plus  II,  the  S/HMO  case  managers  were  not  responsible  for 
hospital  utilization  review.  This  role  was  performed  by  the  Kaiser 
utilization  review  teams,  who  performed  this  function  at  the  two  Kaiser-owned 
hospitals  in  Portland.  Case  managers  were  also  not  responsible  for  nursing 
home  utilization  review.  This  function  was  performed  for  S/HMO  clients  by  the 
SNF  review  coordinator  who  did  SNF  utilization  review  for  all  Kaiser  patients 
placed  in  contracted  homes  throughout  the  service  area.  The  S/HMO  case 
managers  coordinated  as  needed  with  the  Kaiser  hospital  and  nursing  home 
utilization  review  teams.  While  no  problems  were  reported  with  these 
arrangements  for  utilization  review,  there  was  little  evidence  of  close 
working  relationships  between  the  two  groups  of  professionals. 
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At  Seniors  Plus,  as  at  Medicare  Plus  II,  the  case  managers  were  not 
directly  responsible  for  either  hospital  or  SNF  utilization  review.  Hospital 
utilization  review  for  S/HMO  clients  in  Seniors  Plus  was  performed  by  the 
Group  Health,  Inc.  utilization  review  staff,  who  performed  this  function  for 
all  Group  Health  members  admitted  to  contracted  hospitals.  For  each  hospital 
patient,  review  staff  visited  the  hospital  to  review  the  chart  for  the  overall 
appropriateness  of  care  and  length  of  stay;  determined  if  services  could  be 
provided  in  a  less  intensive  setting;  and  assessed  the  quality  of  care 
provided. 

When  the  utilization  review  cxx)rdinators  found  a  Seniors  Plus  "marker"  on 
the  patient's  medical  record,  they  routinely  checked  with  the  S/HMO  case 
management  department  to  determine  if  the  person  had  an  assigned  case  manager 
and  then  obtained  additional  information  about  the  client.  The  care  plan  and 
discharge  plan  were  also  closely  coordinated  with  the  S/HMO  case  manager. 

SNF  utilization  of  S/HMO  members  was  reviewed  by  a  geriatric  nurse 
practitioner  who  performed  this  role  for  all  elderly  in  the  Group  Health  plan, 
but  who  had  a  special  interest  in  the  S/HMO  concept  and  worked  closely  with 
the  S/HMO  case  managers.  The  nurse  practitioner  attended  the  initial  case 
conference  in  the  contracted  nursing  homes  and  consulted  in  the  authorization 
of  services.  Ongoing  utilization  review  was  primarily  for  quality  assurance 
purposes,  but  chronic  care  benefit  coverage  was  also  monitored. 

At  Elderplan,  one  case  manager  (an  EN)  was  designated  as  the  S/HMO 
utilization  review  coordinator.  With  respect  to  hospital  utilization  review, 
the  case  manager  was  given  responsibility  for  authorizing  each  S/HMO  patient's 
expected  length  of  stay  based  on  the  PAS  geriatric  and  then  cxmimunicating  the 
expected  length  of  stay  to  all  the  involved  disciplines. 

This  proved  to  be  a  formidable  task  for  several  reasons:  only  contracted 
medical  specialists  had  admitting  privileges  at  the  principal  hospital  used  by 
S/HMO  patients  (i.e. ,  Maimonides  Medical  Center) ;  the  S/HMO  primary  care 
physicians  did  not  have  admitting  privileges  at  the  hospital  (until  the  third 
year  of  the  demonstration)  but  were  able  to  monitor  S/HMO  patients  in  the 
hospital;  and  there  were  numerous  interns  providing  routine  care  on  the 
hospital  floor  at  the  principal  hospital.  In  addition,  Elderplan  had 
contracts  with  two  other  hospitals,  which  the  case  manager  had  also  to  visit 
in  order  to  monitor  S/HMO  patients.  At  both  these  hospitals,  the  S/HMO 
primary  care  physicians  had  admitting  privileges,  so  coordination  was  greatly 
facilitated. 

At  Elderplan,  the  case  management  utilization  review  coordinator  was  also 
responsible  for  SNF  utilization  review  in  the  nursing  homes  run  by  the  S/HMO 
sponsor,  Metropolitan  Jewish  Geriatric  Center.  All  nursing  home  patient 
charts  were  reviewed  once  a  week.  The  primary  purpose  of  the  ongoing  review 
process  was  to  reassess  the  potential  for  home  care.  Unlike  the  hospital 
utilization  review,  the  nursing  home  utilization  review  caused  the  site  no 
reported  problems. 
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Utilization  review  for  hospital  patients  in  SCAN  Health  Plan  was  done  by 
the  SCAN  medical  director.  Once  a  month,  the  medical  director  met  with  10-15 
physicians  in  the  contracted  medical  group  to  discuss  utilization  data  and 
conduct  a  review  of  all  S/HMO  cases  with  higher  than  average  utilization 
rates.  In  addition,  the  medical  director  received  a  list  each  day  of  all 
hospitalized  SHP  members  and  if  any  problems  arose,  the  chart  was  reviewed 
with  the  primary  care  physician.  An  RN  case  manager  also  performed 
utilization  review  for  "planned  elective"  admissions.  This  case  manager  also 
prepared  post-acute  care  plans  for  these  admissions.  Finally,  both  the 
medical  director  and  director  of  case  management  were  members  of  the  hospital 
quality  assurance  board,  which  met  monthly. 

Nursing  home  utilization  review  for  SCAN  Health  Plan  was  the 
responsibility  of  one  case  manager  (an  RNf  who  attended  a  weekly  team* 
conference  at  the  primary  SNF.  The  case  manager  reviewed  S/HMO  member  care 
plans  and  encouraged  nursing  home  staff  to  consider  potential  for  discharge  to 
home  care.  The  case  manager's  role  as  the  SNF  utilization  reviewer  included 
both  quality  assurance  and  cost  control  reviews. 

DISCHARGE  PIANNING 

Like  utilization  review,  discharge  planning  was  another  function  in  which 
the  roles  and  responsibilities  of  the  case  managers  differed  substantially 
across  the  demonstration  sites.  S/HMO  members  at  all  sites  were  entitled  to 
SNF/ICF  and  home-care  services  traditionally  provided  under  Medicare 
guidelines.  The  chronic  care  benefit  supplemented  services  traditionally 
available. 

Hospital  discharge  planning  for  S/HMO  clients  was  not  the  responsibility 
of  the  S/HMO  case  managers  at  Medicare  Plus  II.  The  case  managers  received  a 
list  from  two  Kaiser-owned  hospitals  with  the  names  of  all  S/HMO  clients 
admitted  to  each  hospital.  The  Kaiser  discharge  planners  called  the  case 
managers  if  they  thought  the  person  was  qualified  for  S/HMO  chronic  care 
benefits. 

At  Medicare  Plus  IT,  hospitalized  members  were  generally  not  formally 
assessed  with  the  CAF  while  still  in  the  hospital.  They  were,  however, 
assessed  for  nursing  home  certification  by  one  of  the  case  managers.  If  the 
member  qualified,  a  care  plan  was  jointly  developed  by  the  discharge  planner 
and  the  case  manager.  If,  at  the  time  of  discharge,  the  member  qualified  for 
either  nursing  heme  or  home  care  under  traditional  Medicare  criteria,  the 
chronic  care  benefit  was  not  activated,  and  the  Kaiser  discharge  planner 
assumed  responsibility  for  the  care  plan  and  follow-up. 

SNF  discharge  planning  for  S/HMO  clients  was  generally  not  the  case 
manager's  responsibility  at  Medicare  Plus  H.  Limited  discharge  planning  was 
performed  by  the  Kaiser  SNF  Review  Coordinator,  but  primary  responsibility  for 
discharge  planning  belonged  to  each  contracted  SNF  facility.  If  the  patient 
appeared  to  be  eligible  for  chronic  care  benefits,  discharge  planning  was 
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coordinated  with  the  S/HMO  case  managers.  No  problems  were  reported  by 
Medicare  Plus  II  with  these  arrangements  for  discharge  planning  for  S/HMO 
clients  in  hospitals  or  nursing  homes. 

At  Seniors  Plus,  all  hospital  discharge  planning  for  S/HMO  clients  was 
done  by  Group  Health  Continuing  Care/Discharge  Planners  who  performed  this 
function  for  all  Group  Health  members.  Ihe  primary  role  of  the  discharge 
planner  was  to  facilitate  patient  discharges  from  the  contracted  hospitals. 

For  S/HMO  members,  the  discharge  planners  reported  having  more  options 
with  respect  to  coverage  for  nursing  home  care  and  home-care  services,  often 
making  early  discharge  possible.  Ihe  discharge  planners  reported  working 
closely  with  the  S/HMO  case  managers  to  ensure  that  follow-up  services  were  in 
place  at  the  time  of  discharge. 

SNF  discharge  planning  at  Seniors  Plus  was  done  by  the  geriatric  nurse 
practitioner  who  was  in  charge  of  nursing  home  management  for  all  Group  Health 
members.  Ihe  geriatric  nurse  practitioner  worked  closely  with  the  S/HMO  case 
managers,  the  client,  and  the  family  throughout  the  client's  nursing  home  stay 
and  at  the  time  of  discharge.  In  general,  the  goal  was  to  discharge  members 
to  their  homes  with  long  term  care  services  if  feasible.  Ihe  nurse 
practitioner  reported  that  the  chronic  care  benefits  made  it  much  easier  to 
return  S/HMO  members  to  their  homes  (than  elderly  Group  Health  members  who 
were  not  S/HMO  members)  because  the  needed  services  would  be  covered  under  the 
chronic  care  benefit. 

In  contrast  to  Medicare  Plus  II  and  Seniors  Plus,  Elderplan  found 
hospital  discharge  planning  to  be  quite  problematic.  Ihe  case  manager  who 
handled  hospital  utilization  review  was  also  responsible  for  discharge 
planning.  Essentially,  the  case  manager  had  the  responsibility,  but  did  not 
actually  have  the  authority,  to  control  discharge  planning. 

Because  the  S/HMO  primary  care  physicians  did  not  have  admitting 
privileges  at  the  hospital  of  choice  for  most  S/HMO  members  (Maimonides 
Medical  Center) ,  at  best,  the  case  manager  "facilitated"  discharge  planning 
(e.g.,  encouraged  timely  discharge,  arranged  transportation,  and  made  sure 
cammunity  or  home  services  were  in  place) .  At  Maimonides,  the  case  manager 
role  was  also  a  source  of  contention  with  the  regular  hospital  utilization 
review  and  discharge  planning  staff,  who  felt  the  job  could  be  done  more 
efficiently  and  effectively  in-house.  By  contrast,  at  Lutheran  Medical 
Center,  where  a  small  number  of  S/HMO  members  had  been  placed,  discharge 
planning  by  the  S/HMO  case  manager  was  operating  smoothly.  Ihe  S/HMO  primary 
care  physicians  had  admitting  privileges.  They  coordinated  their  work  with 
the  case  manager,  and  the  regular  hospital  discharge  planner  reported  that 
S/HMO  patients  seemed  to  be  discharged  faster  than  non-S/HMO  patients, 
primarily  because  coverage  for  in-home  services  and  SNFs  was  available. 

At  SCAN  Health  Plan,  in  1986,  hospital  discharge  planning  for  all 
elective  surgeries  and  planned  admissions  was  the  responsibility  of  one  FN 
case  manager  "who  visited  the  member  in  the  hospital  and  determined  if  chronic 
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care  services  were  needed.  For  members  requiring  only  short-term  services, 
the  case  manager  was  able  to  authorize  chronic  care  services  for  up  to  30 
days. 

The  other  sites  also  provided  chronic  care  benefits  to  post-hospital 
members,  but  only  for  short  periods  of  time.  SHP  was  the  only  site  that 
specifically  designated  one  care  manager  as  responsible  for  members  requiring 
short-term  chronic  care  services.  When  an  SHP  member  was  going  to  require 
chronic  care  services  for  longer  than  30  days,  the  case  was  sent  to  the  case 
management  department  and  assigned  to  another  case  manager. 

Discharge  planning  for  all  other  S/HMO  hospital  admissions  was  performed 
by  the  discharge  planners  at  the  contracted  S/HMD  hospitals.  Using  chart 
notes  rather  than  direct  communication  reportedly  caused  delays  in  contacting 
case  management  staff  and  obtaining  authorizations  for  services,  especially 
in-home  services.  New  procedures  were  being  developed  at  the  end  of  the 
second  year  of  the  demonstration. 

Regardless  of  whether  S/HMD  case  managers  or  hospital  discharge  planners 
arranged  for  discharge,  SHP  had  same  problems  similar  to  those  faced  by 
Elderplan.  Traditionally,  at  the  hospital,  physicians  were  reportedly  not 
"pushed"  to  discharge  early.  The  S/HMO  medical  director  had  been  working  with 
the  contracted  primary  care  physicians  and  specialists  attempting  to  reduce 
length  of  stay,  but  it  appeared  little  progress  had  been  made  in  reducing 
hospital  lengths  of  stay. 

The  S/HMD  case  manager  who  worked  with  hospital  discharge  planners  also 
performed  all  nursing  home  discharge  planning  for  S/HMD  members,  even  if  the 
members  were  not  being  case  managed  or  sent  home  with  chronic  care  services. 
The  case  manager  attended  a  weekly  team  conference  at  the  contracted  SNF  and 
reported  that  SNF  staff  had  started  viewing  S/HMD  clients  from  a  management 
perspective  —  setting  up  goals,  and  listing  them  in  care  plans.  No  problems 
were  reported  with  nursing  home  discharge  planning. 

For  a  more  detailed  discussion  of  organizational  factors  influencing 
hospital  and  nursing  home  utilization,  see  Attachment  A. 

RECORD  KEEPING  AND  DEVELOPING  AN  MIS 

At  each  of  the  demonstration  sites,  there  was  extensive  record  keeping 
and  all  sites  were  in  the  process  of  developing  computerized  Management 
Information  Systems  (MIS)  to  assist  case  managers. 

At  Medicare  Plus  II  and  SCAN,  one  of  the  case  managers  had  been 
specifically  assigned  to  oversee  the  MIS  to  make  it  workable  for  the  case 
management  department.  In  1986,  each  site  kept  the  following  minimum  records 
on  members  receiving  chronic  care  services: 

•  Health  Status  Form  (HSF)  ; 

•  Comprehensive  Assessment  Form  (CAF) ; 
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Nursing  Home  Certification  (NHC)  Form; 

Care  Plan; 

Service  Authorization  Form; 

Change  in  Care  Plans  or  Service  Authorization; 

Physician  Referral  Form;  and 

Progress  Notes. 

Beyond  this,  each  site  developed  a  variety  of  different  forms  to  help 
monitor  and  track  a  member.  The  extent  to  which  the  systems  were  computerized 
varied  by  site.  All  sites  computerized  the  HSF.  With  the  exception  of 
Elderplan,  all  sites  computerized  the  service  authorization  form.  SCAN  Health 
Plan,  Medicare  Plus  II ,   and  Seniors  Plus  had  also  computerized  some 
trac3cing/reporting  forms  by  the  end  of  the  second  year  of  the  demonstration. 

OTHER  MEMBERSHIP  SERVICES 

Initially,  the  case  management  department  at  each  of  the  sites  was 
actively  involved  in  public  relations  activities  such  as  making  presentations 
to  seniors  and  service  provider  groups  about  the  S/HMO.  As  enrollment 
increased,  the  case  managers  became  less  involved  in  public  relations,  but  at 
all  sites  they  continued  to  be  intermittently  involved  in  member-related 
activities  such  as  making  presentations,  handling  special  inquiries  about  the 
chronic  care -benefit,  and  following  up  minor  complaints  and  grievances. 

CASE  MANAGEMENT  DEPARTMENT  STAFFING  PATTERNS 

To  date,  there  are  no  established  standards  for  the  professional 
qualifications  of  a  case  manager  in  the  health  care  field.  The  case 
management  staffing  patterns  across  all  sites  were  multidisciplinary  and 
included  a  combination  of  social  workers,  nurses,  and  therapists.  The 
majority  of  the  staff  held  master's  degrees,  and  many  had  degrees  in 
gerontology.  Many  case  managers  had  extensive  experience  in  long  term  care 
settings,  thereby  bringing  a  high  level  of  professional  training  as  well  as 
relevant  work  experience  to  the  demonstrations.  Most  case  managers  viewed 
their  positions  as  challenging  and  on  the  cutting  edge  of  change  in  health 
care  for  the  elderly. 

The  major  staffing  differences  among  the  four  S/HMO  case  management 
departments  were  the  number  of  staff  and  the  specific  roles  and 
responsibilities  assigned  to  the  case  managers.  This  section  summarizes 
information  on  the  number  of  staff,  their  primary  activities,  and  client 
caseloads.  Attachment  B  provides  more  detailed  information  about  the  case 
management  staffing  patterns  at  each  site  including:  position  titles, 
professional  qualifications,  full-time  equivalency  of  each  position,  and 
specialized  functions  by  staff  members.  Table  3  summarizes  the  staff 
allocation  and  time  by  three  primary  activities  (administrative  matters, 
client  case  management  services,  and  utilization  review/discharge  planning) 
and  shows  the  average  caseload  per  full-time  equivalent  (FIE)  case  manager  at 
the  end  of  .the  second  year  of  the  demonstration. 
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Table  3 
ALLOCATION  OF  CASE  MANAGEMENT  STAFF  TIME  EY  FUNCTIONS 


-EEL 


Average  Caseload 
Fourth  Quarter  1986U] 


Medicare  PI  us  II 

Administrative  Matters 
Client  Case  Management 
Utilization  Review/Discharge  Planning 
Total    FTE 


1.55 

N/A[b 

4.50 

70 

0 

N/A 

6.05 

N/A 

Elderplan 

Aomini strati ve  Matters 
Client  Case  Management 
Utilization  Review/Discharge  Planning 
Total    FTE 


3.0 
3.0 
1.0 
7.0 


N/A 

45 

N/A 

N/A 


Seniors  PI  us 

Administrative  Matters 
Client  Case  Management 
Utilization  Review/Discharge  Planning 
Total    FTE 


2.0 

2.5 

0 

4.5 


N/A 
100 
N/A 
N/A 


SCAN   Health   Plan 

Administrative  Matters 

Client  Case  Management 

Utilization  Review/Discharge  Planning 

Therapist 

Total    FTE 


3.75 

hi/  A 

5.2 

80 

.5 

N/A 

.5 

N/A 

9.95 

N/A 

[a]Average  caseload  per   full   time  equivalent  case  manager. 
^t^N/A  indicates   information  was  nofavai Table. 
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At  Medicare  Plus  II,  the  case  management  department  was  headed  by  an 
experienced  speech  pathologist  from  within  the  Kaiser  system.  The  case 
management  acmunistrator  was  assisted  by  two  lead  resource  coordinators  (an  RN 
and  an  ACSW) ,  four  additional  resource  coordinators,  and  one  clerical  staff 
member.  In  total,  the  case  management  department  had  4.5  full-time  equivalent 
(FIE)  case  managers.  The  average  active  caseload  per  FIE  case  manager  was  30 
to  35  active  ongoing  clients  with  an  additional  30  to  35  clients  on  a  less 
intensive  follow-up  basis. 

At  Elderplan,  the  case  management  department  was  headed  by  an  ACSW  with 
considerable  experience  in  ODnmiunity-based  long  term  care.  The  case 
management  director  resigned  in  late  1986  and  a  new  director  came  on  board  in 
March  1987.  The  department  staff  included  a  utilization  review  coordinator 
(an  RN) ,  three  case  managers  (an  RN  and  two  MSWs) ,  a  systems  coordinator  who 
processed  service  authorization  forms  and  other  data,  and  one  clerical  staff 
member.  In  total,  the  case  management  department  had  three  FIE  case  managers 
with  an  active  caseload  of  35  clients  each  and  with  five  to  ten  additional 
cases  monitored  less  intensively. 

The  service  coordinator  and  director  of  case  management  at  Seniors  Plus 
held  an  MSW  degree.   (The  director  resigned  in  the  summer  of  1986,  and  the 
position  was  filled  by  another  MSW.)  The  director  was  assisted  by  two 
full-time  case  managers  (an  RN  and  a  BSW) ,  a  full-time  administrative 
assistant  who  maintained  the  service  utilization/claims  system  for  long  term 
care  services,  and  a  part-time  secretary.  In  total,  the  service  coordination 
unit  had  2.5  FIE  staff  who  provided  client  case  management  services.  The 
active  caseload  per  FIE  case  manager  was  65  to  70  cases  with  an  additional  25 
to  30  cases  monitored  less  intensively. 

Of  the  four,  demonstrations,  the  SCAN  Health  Plan  had  the  largest  case 
management  staff.  The  case  management  department  was  managed  by  an  MSW/ACSW 
with  considerable  experience  in  community-based  care  for  the  elderly.  She  was 
assisted  by  a  case  management  nurse  supervisor,  4.7  FIE  case  managers  (with 
MSW/MSG,  MSW,  BSW  degrees) ,  and  a  half-time  RN  who  was  responsible  for 
discharge  planning  for  elective  surgery  and  who  planned  hospital  admissions  as 
well  as  discharge  planning  for  all  nursing  home  patients.  A  half-time 
physical  therapist  assessed  the  need  for  therapy  and  provided  services  when 
needed.  The  other  two  staff  members  provided  clerical/secretarial  support 
services.  Half  of  one  of  the  case  manager's  time  was  also  allocated  to 
monitoring  the  case  management  department's  Management  Information  system 
(MIS) .  In  total,  the  case  management  department  had  5.2  FIE  staff  providing 
direct  client  case  management  services.  The  average  client  caseload  was  80 
cases  per  full-time  equivalent  case  manager,  about  50  cases  actively  receiving 
services  and  30  less  active  but  monitored  at  least  once  a  month. 

There  were  three  principal  differences  in  the  case  management  staffing 
patterns  of  the  sites: 

•   At  Elderplan  and  SCAN  Health  Plan,  a  case  manager  was  responsible  for 
hospital  and  nursing  home  utilization  review  and  discharge  planning 

-30- 


activities;  at  Medicare  Plus  II  and  Seniors  Plus,  these  activities  were 
not  assigned  to  S/HMO  case  managers. 

•  Elderplan  and  SCAN  Health  Plan  had  a  larger  number  of  adndnistrative/ 
support  staff  to  carry  out  case  management-related  functions. 

•  There  were  differences  in  the  actual  number  of  staff  and  average  caseload 
per  case  manager.  With  the  exception  of  Elderplan,  the  differences  found 
in  staffing  size  and  caseload  tended  to  reflect  differences  observed  in 
the  member  population  eligible  for  chronic  care  benefits  and/or  case 
management  services. 

Ihe  Medicare  Plus  II  program  in  Portland  carefully  restricted  the  chronic 
care  benefit  and  case  management  services  to  members  certified  as  nursing  home 
eligible.  The  average  caseload  per  FIE  case  manager  was  70  cases.  Oh  the 
other  hand,  in  Elderplan,  where  chronic  care  benefits  and  case  management  were 
provided  to  NHC  clients  as  well  as  those  at  risk  of  nursing  home  placement, 
the  average  caseload  per  FIE  case  manager  was  45  cases.  As  expected,  in  the 
other  two  sites,  where  chronic  care  benefits  and  case  management  were  provided 
to  nursing  home  certifiable  clients  as  well  as  those  needing  preventive 
services,  the  caseloads  were  somewhat  higher.  At  SHP,  the  average  caseload 
per  FIE  case  manager  was  80  cases;  at  Seniors  Plus,  100  cases. 

CASE  MANAGEMENT  COSTS 

Table  4  presents  the  cost  per  member  per  month  (pmpm)  for  case  management 
—  that  is,  the  monthly  cost  to  the  plan  for  the  case  management  component. 
(This  cost  estimate  is  different  from  the  average  monthly  cost  of  case 
management  for  individuals  actually  receiving  the  service.)  Cross-site  pmpm 
comparisons  must  be  interpreted  with  some  caution  because  the  S/HMOs  varied 
considerably  with  respect  to  actoinistrative,  clerical,  and  other  support  staff 
time  allocated  to  case  management  costs.  In  addition,  at  the  two  sites 
affiliated  with  existing  HMOs  (Medicare  Plus  II  and  Seniors  Plus) ,  the  case 
management  cost  reported  did  not  include  the  cost  associated  with  services 
such  as  utilization  review  and  discharge  planning  performed  for  S/HMO  clients 
by  HMO  personnel.  Subsequent  analyses  will  adjust  for  these  and  other 
identified  differences  in  case  management  cost  across  sites. 

At  three  of  the  sites,  the  cost  of  case  management  per  member  declined 
during  year  two  of  the  demonstration.  In  1986,  the  two  sites  with  the  lowest 
case  management  cost  were  Medicare  Plus  II  ($4.50)  and  Seniors  Plus  ($9.17)  — 
the  two  sites  affiliated  with  existing  HMOs.  The  somewhat  higher  cost  at 
Seniors  Plus  was  a  reflection  of  the  larger  proportion  of  the  membership 
provided  with  case  management  services  —  approximately  19  percent,  compared 
to  8  percent  at  Medicare  Plus  II. 

In  1986,  SCAN  Health  Plan  had  the  highest  case  management  cost  ($15.37 
pmpm) ,  in  part  explained  by  the  high  proportion  of  users  (20%) ,  but  also  due 
to  the  inclusion  of  personnel  not  included  in  the  case  management  budget  at 
other  sites  (e.g. ,  a  physical  therapist,  a  data  clerk,  and  a  utilization 
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Table  4 
CASE  MANAGEMENT  COSTS  IN  1985  AND  1986 


1985  Costs 

Percent  of 

1986  Costs 

Percent  of 

Sits 

PMPMra] 

Total  Budget 

PMPM[a] 

Total  Budget 

Medicare  Plus  U 

$  4.50 

X..7.EM 

$  4.50 

1.6[b] 

Elderplan 

23.91 

3.5% 

9.92 

2.2% 

Seniors  Plus 

39.27 

9.3 

9.17 

3.2 

> 

SCAN  Health  Plan 

22.20 

4.3 

15.37 

3.9 

Source:  S/HMO  Demonstration  Quarterly  Reports,  1985,  1986.  Note:  These  are 
unaudited  data  from  the  Quaterly  Reports.  Not  all  claims  were 
submitted  when  these  reports  were  prepared  in  November  1987. 

[a]  Average  costs  per  member  per  month. 

[b]  The  Medicare  Plus  II  costs  were  based  on  the  average  adjusted  community 
rate  for  case  management  during  1985  and  1986.  Actual  case  management 
costs  reached  $6.75  pmpm  by  the  end  of  1986. 
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review/discharge  planning  case  manager) .  Elderplan  case  iranagement  costs  were 
difficult  to  interpret.  Relative  to  the  other  sites,  Elderplan  provided  case 
management  services  to  the  smallest  proportion  of  its  membership  (6%) .  Yet, 
at  Elderplan  in  1986  the  case  management  cost  per  member  per  month  ($9.92)  was 
slightly  higher  than  at  Seniors  Plus,  which  provided  case  management  to  19 
percent  of  its  membership.  The  relatively  high  case  management  costs  can  be 
explained,  in  part,  by  the  inclusion  of  hospital  discharge  planning  and 
utilization  review  activities  under  case  management. 

DISCUSSION 

Two  distinct  patterns  that  emerged  in  the  S/HMOs  have  potentially 
important  implications  for  case  management  and  other  client  and  cost  outcomes. 

•  The  target  population  and  eligibility  criteria  for  chronic  care 'services 
differed.  Two  sites  restricted  access  to  chronic  care  services  to 
members  who  were  highly  impaired.  One  of  the  sites  was  affiliated  with 
an  existing  HMD;  the  other  was  a  newly  created  HMD.  The  other  two  sites 
elected  to  expand  eligibility  criteria  and  provide  chronic  care  services 
to  highly  impaired  as  well  as  moderately  impaired  members,  in  order  to 
test  the  impact  of  preventive  care.  One  of  these  sites  was  affiliated 
with  an  existing  HMD,  the  other  was  a  newly  created  HMD. 

•  The  roles  of  the  case  managers  were  influenced  by  the  organizational 
structure.  The  two  sites  affiliated  with  existing  HMDs  chose  to  leave 
primary  responsibility  and  control  over  acute  care  utilization  with 
existing  HMD  health  professionals.  The  two  sites  that  created  newly 
formed  HMDs  attempted  to  gain  control  over  acute  care  utilization  by 
assigning  part  of  the  utilization  review  and  discharge  planning 
responsibilities  to  the  case  management  component  of  the  S/HMDs. 

By  the  end  of  the  second  year  of  the  demonstration,  there  was 
considerable  variation  among  the  sites  regarding  the  extent  to  which  the  acute 
and  long  term  care  services  had  been  integrated  to  provide  an  effectively 
coordinated  continuum  of  care  for  the  impaired  elderly. 

In  general,  at  Medicare  Plus  II,  S/HMD  case  management  was  a  fairly 
insular  unit  functioning  with  a  reasonable,  although  not  a  strong,  degree  of 
coordination  within  the  larger  Kaiser  system.  Most  physicians  and  providers 
generally  did  not  know  whether  a  member  was  in  the  Medicare  Plus  II  program. 
The  larger  Kaiser  system  remained  responsible  for  acute  hospital  care,  medical 
care,  and  Medicare-covered  home  or  nursing  home  care.  The  S/HMD  case  managers 
were  only  responsible  for  the  expanded  chronic  care  services  and  budget. 

At  Elderplan,  there  was  little  evidence  of  an  integrated  service  system. 
It  appeared  that  the  S/HMD  could  have  benefited  from  stronger  ties  and 
coordination  between  the  medical/hospital  service  components  and  the  case 
management  component  responsible  for  long  term  care.  A  large  number  of 
medical  specialists  operating  independently  of  the  S/HMD  were  responsible  for 
acute  hospital  care.  The  primary  care  physician  group  was  under  contract  to 
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the  S/HMD  but  was  not  closely  linked  to  the  case  management  component.  In  an 
attempt  to  gain  control  over  hospital  utilization,  a  case  manager  was  assigned 
the  utilization  review  and  discharge  planning  functions,  but  did  not  have  the 
power  or  authority  to  influence  practice  patterns.  Further,  working 
relationships  between  key  actors  in  the  principal  acute  care  hospital  and  the 
case  managers  were  not  strong.  Long  term  institutional  and  inhome  care  were 
the  sole  responsibility  of  the  case  managers,  with  little  input  from  the 
medical  component. 

In  contrast  to  Elderplan,  Seniors  Plus  appeared  to  effectively  integrate 
the  S/HMD  case  management  department  with  two  strong  preexisting  service 
providers  —  Group  Health,  Inc.  and  Ebenezer  Society.  At  each  level  of  health 
care  —  acute  hospital,  outpatient  clinic,  nursing  heme,  conmunity-based 
services,  and  in-home  services,  there  were  well-defined,  closely  coordinated 
working  relationships  between  the  case  managers  and  the  other  service 
providers.  In  turn,  the  other  service  providers  recognized  that  when  a  S/HMD 
client  required  chronic  care  services,  the  case  managers  then  had  control  over 
chronic  care  service  use  and  cost.  Continued  coordination  between  the  acute 
care  and  long  term  care  service  teams  was  evidenced  in  the  case  conference 
meetings  attended  by  the  medical  director,  select  physicians,  the  home-care 
service  director  from  Ebenezer,  the  geriatric  nurse  practitioner  who  managed 
nursing  home  care,  and  the  S/HMD  case  managers. 

In  the  SCAN  Health  Plan,  a  large  number  of  health  care  providers  were 
potentially  involved  in  the  member  plan  of  care.  Even  though  the  SCAN  program 
had  a  number  of  years  of  experience  working  with  many  of  the  providers  in  the 
MSSP  program,  the  S/HMD  case  management  department  faced  a  tremendous 
challenge  as  it  attempted  to  coordinate  this  diverse  group  of  service 
providers  into  a  canprehensive  continuum  of  care  for  the  impaired  S/HMD 
members.  Each  type  of  health  care  was  provided  by  a  different  contracted 
vendor.  With  the  assistance  of  the  SCAN  Health  Plan  medical  director,  the 
role  of  the  case  management  department  was  to  coordinate  this  array  of  service 
providers.  At  the  end  of  second  year  of  the  demonstration,  it  appeared  that 
same  of  the  linkages  needed  to  be  strengthened  and  better  coordinated  — 
especially  between  the  S/HMD  case  managers  and  the  primary  care  physicians, 
the  medical  specialists,  and  the  hospital  discharge  planning  unit.  It  was 
also  unclear  whether  the  quality  of  care  being  provided  by  the  numerous 
service  vendors  was  being  sufficiently  monitored. 

REXrMMENDATIONS  FOR  FURTHER  RESEARCH 

This  preliminary  review  of  the  case  management  component  of  the  S/HMD 
demonstration  has  identified  a  number  of  issues  and  questions  to  be  examined 
in  subsequent  analyses. 

•  What  would  be  the  impact  on  client  case-mix  and  program  revenues  if  the 
NHC  criteria,  found  to  be  substantially  different  across  sites,  were 
standardized? 

•  Could  the  queuing  mechanism  be  revised  to  better  assist  the  plans  in 
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obtaining  an  appropriate  case-mix? 

Will  the  case  managers  be  able  to  continue  to  stay  within  chronic  care 
budgets  as  the  membership  ages  and  potentially  develops  increased  long 
term  care  service  needs? 

Are  the  systems  developed  to  authorize  and  monitor  chronic  care  service 
use  and  costs  adequate?  To  what  extent  are  the  case  manager 
authorizations  (and  therefore  their  working  budgets)  under  or  over  actual 
paid  claims  for  individual  members? 

What  is  the  extent  to  which  families  are  supplementing  the  chronic  care 
benefit  package  with  their  informal  caregiving  services?  How  do  case 
managers  influence  caregiver  involvement? 

To  what  extent  are  individuals  and  their  families  supplementing  the 
chronic  care  benefits  with  other  long  term  care  services  paid  for  out  of 
pocket? 

Is  it  important  for  reasons  of  continuity  of  care  and/or  cost  containment 
to  have  case  managers  involved  in  hospital  utilization  review  and 
discharge  planning?  The  preliminary  findings  suggest  these  may  not  be 
pivotal  roles  for  case  managers. 

What  is  the  impact  of  a  site  having  multiple  contracted  vendor  agencies, 
in  terms  of  case  manager  work  load  and  member  satisfaction  with  services? 

Will  the  case  managers  to  able  to  develop  chronic  care  norms  of  practice 
and  protocols  for  issues  such  as  normal  usage,  equity  of  service 
allocation,  and  quality  of  care?  These  norms  of  practice  are  being 
developed  informally  through  the  case  conferences,  but  it  would  be  a 
major  accomplishment  if  the  demonstration  could  develop  written 
standards,  guidelines,  and  procedures  for  chronic  care  service  delivery. 

What  are  the  similarities  and  differences  between  case  management  in  the 
S/HMOs  and  case  management  as  practiced  in  the  earlier  long  term  care 
demonstrations? 

Finally,  what  aspects  of  the  S/HMO  case  management  approach  show  the 
greatest  potential  for  useful  replication  in  prepaid  health  care 
settings? 

SUMMARY  FINDINGS 

In  the  S/HMO,  the  role  and  authority  of  the  case  manager  was  envisioned 
as  much  broader  than  the  case  manager  role  in  earlier  long  term  care 
demonstrations.  In  early  demonstrations  (e.g.,  Connecticut's  Triage  I 
and  H,  Georgia's  Alternative  Health  Services  Project,  and  California's 
Multipurpose  Senior  Services  Project) ,  the  case  manager  role  focused 
primarily  on  screaning/assessment  and  the  coordination  and/or  provision 
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of  cxammunity-based  care.  In  the  S/HMO,  the  case  manager  was  to  have 
primary  responsibility  for  authorizing  all  long  term  care  services, 
responsibility  for  monitoring  the  chronic  care  services  and  budget,  and 
final  authority  over  chronic  care  resource  allocation. 

There  were  no  restrictions  placed  on  the  S/HMO  demonstrations  concerning 
which  members  should  be  eligible  to  receive  the  expanded  long-term  care 
benefits.  One  of  the  primary  reasons  for  giving  the  demonstrations 
latitude  in  defining  eligibility  for  the  chronic  care  benefit  was  to  see 
how  services  could  best  be  targeted  to  impaired  elderly,  working  within 
tight  budget  constraints. 

Because  each  site  was  reimbursed  at  a  higher  capitated  rate  for  any  S/HMD 
member  who  was  assessed  as  meeting  the  state  nursing  home  certification 
(NHC)  criteria,  it  was  decided  to  link  eligibility  for  the  chronic  care 
services,  at  least  in  part,  to  NHC  status. 

In  general,  a  review  of  the  criteria  variables  and  their  definitions 
showed  nursing  home  certification  criteria  to  be  the  most  stringent  in 
Medicare  Plus  II  followed  by  Elderplan,  Seniors  Plus,  and  SCAN  Health 
Plan  (SHP) .  Although  each  site  paralleled  its  state  NHC  form  and 
guidelines  to  qualify  a  member  for  chronic  care  benefits  (and  a  higher 
reimbursement  rate) ,  the  NHC  criteria  were  not  identical  across  the  four 
demonstrations . 

Beyond  the  NHC  criteria,  each  site  chose  to  expand  its  eligibility 
criteria  and  provide  at  least  some  services  to  members  who  were  not 
nursing  home  certifiable.  Thus,  the  membership  eligible  to  receive 
chronic  care  services  and/or  case  management  was  determined  by 
interrelated  factors:  the  stringency  of  the  state  NHC  criteria  and  the 
site's  application  of  these  criteria;  the  extent  to  which  the  site 
permitted  provision  of  chronic  care  services  to  less  impaired  members; 
and  the  extent  to  which  the  site  provided  case  management  services  to 
members  who  did  not  qualify  for  chronic  care  services. 

The  four  demonstrations  can  be  placed  on  a  continuum  ranging  from  the 
most  restrictive  to  the  least  restrictive  eligibility  criteria  for  the 
chronic  care  benefits  and/or  case  management  services.  Medicare  Plus  II 
was  the  most  restrictive,  followed  by  Elderplan.  Seniors  Plus  and  SCAN 
Health  Plan  were  substantially  less  restrictive. 

Because  uncertainty  about  biased  selection  was  a  major  issue  in  the 
S/HMO,  the  sites  were  given  the  option  of  queuing.  The  purpose  of  the 
queuing  process  was  to  maintain  a  case-mix  in  the  S/HMO  population  with 
distributions  on  levels  of  functional  impairment  representative  of  the 
distributions  estimated  for  persons  65  years  of  age  and  over  in  the 
community.  Only  three  of  the  sites  chose  to  use  queuing  —  Elderplan, 
Seniors  Plus,  and  SCAN  Health  Plan.  Medicare  Plus  II  elected  not  to 
queue  preferring  to  obtain  a  balanced  case-mix  through  effective 
marketing. 
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Differences  in  NHC  eligibility  criteria,  as  well  as  site  decisions  about 
providing  services  to  non-NHC  members,,  explains  the  different  proportions 
of  total  membership  permitted  access  to  chronic  services:  Medicare  Plus 
II,  4.9  percent;  Elderplan,  2.9  percent;  Seniors  Plus,  11.0  percent;  and 
SCAN,  12.1  percent. 

There  was  considerable  variability  between  sites,  as  well  as  within  a 
site  over  time,  in  the  proportion  of  the  membership  that  was  NHC 
(4.1-7.2%),  as  well  as  the  proportion  of  the  membership  receiving  chronic 
care  services  (2.9-12.1%)  or  case  management  services  only  (2.6-8.2%). 

In  developing  the  S/HMOs,  considerable  effort,  time,  and  money  were  spent 
developing  and  refining  assessment  instruments,  the  Health  Status  Form 
(HSF)  and  the  Comprehensive  Assessment  Form  (CAF) .  In  both  instruments, 
there  was  a  standardized  data  set  (with  optional  questions  added  at  each 
site) .  These  protocols  were  potentially  useful  not  only  for  the  case 
managers  who  used  data  from  these  instruments  as  the  basis  on  which  care 
plans  were  made,  but  also  for  evaluating  program  outcomes. 

While  not  identical,  the  key  components  of  care  planning  were  similar 
across  sites  including:  a)  developing  problem-oriented  care  plans  with 
specific  objectives,  scope,  and  duration  of  services;  b)  exploring  care 
options  with  the  client  and  the  family;  c)  explaining  service  costs  and 
copayments  to  the  client  and  family;  d)  reinforcing  and  supporting  family 
caregiving;  and  e)  developing  the  most  cost-effective  mix  of  services 
within  the  constraints  of  the  benefit  package. 

Importantly,  all  sites  had  written  guidelines  specifying  that  no  chronic 
care  services  could  be  authorized  without  first  exploring  the 
availability  of  potential  help  from  informal  caregivers. 

Although  written  quality  assurance  guidelines  for  chronic  care  services 
had  not  been  developed  at  any  site,  the  case  conferences  served  a  quality 
assurance  and  utilization  review  function  for  chronic  care  services. 

Generally,  the  reassessment  process  (i.e.,  in-person  administration  of  a 
Reassessment  Form  at  six-month  intervals)  was  not  viewed  as  essential  for 
the  ongoing  monitoring  and  management  of  the  client.  The  reassessment 
instrument  was  viewed  primarily  as  a  research  tool.  Many  case  managers 
felt  that  frequent  contact  with  the  person  and/or  family  provided 
sufficient  information  to  modify  care  plans  without  a  formal 
reassessment. 

The  funds  available  for  a  case  manager  to  draw  on  when  developing  a 
chronic  care  plan  were  not  large.  For  members  with  short-term  or 
time-limited  chronic  care  service  needs,  the  benefit  limits  usually  posed 
no  problem.  For  a  highly  impaired  person  requiring  services  on  an 
ongoing  basis,  services  had  to  be  carefully  allocated  to  maximize  the 
member's  chronic  care  benefit. 
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At  each  of  the  demonstration  sites  there  was  extensive  record  keeping  for 
use  and  expenditures  for  chronic  care  servicees.  All  sites  were  in  the 
process  of  developing  computerized  Management  Information  Systems  (MIS) 
to  assist  the  case  managers  in  monitoring  and  tracking  client  services 
and  costs.  At  two  of  the  sites  —  Medicare  Plus  II  and  SCAN  —  one  of 
the  case  managers  had  been  specifically  assigned  to  oversee  and  work  with 
the  MIS  to  make  it  useful  and  workable  for  the  case  management 
department. 

The  majority  of  the  case  management  staff  held  master's  degrees  and  a 
number  of  case  managers  had  gerontology  degrees. 

There  were  three  principal  differences  among  the  case  management  staffing 
patterns  at  the  sites: 

-  At  Elderplan  and  SCAN  Health  Plan,  a  case  manager  was  responsible 
for  hospital  and  nursing  home  utilization  review  and  discharge 
planning  activities;  at  Medicare  Plus  II  and  Seniors  Plus,  the  two 
sites  affiliated  with  existing  HMDs,  these  activities  were  not 
assigned  to  S/HMO  case  managers. 

The  two  sites  not  affiliated  with  existing  HMOs  (Elderplan  and  SCAN 
Health  Plan)  had  a  larger  number  of  administrative/support  staff  to 
carry  out  case  management  related  functions. 

-  There  were  differences  in  the  actual  number  of  staff  and  average 
caseload  per  case  manager.  With  the  exception  of  Elderplan,  the 
differences  found  in  staffing  size  and  caseload  reflected 
differences  observed  in  the  member  population  eligible  for  chronic 
care  benefits  and/or  case  management  services. 

At  each  of  the  sites,  the  cost  of  case  management  per  member  declined 
during  year  two  of  the  demonstration.  In  1986,  the  two  sites  with  the 
lowest  case  management  cost  were  the  two  sites  affiliated  with  existing 
HMOs  —  Medicare  Plus  II  and  Seniors  Plus. 

At  the  end  of  the  second  year  of  the  demonstration,  there  was 
considerable  variation  among  the  sites  regarding  the  extent  to  which  the 
acute  and  long-terra  services  had  been  integrated  to  provide  an 
effectively  coordinated  continuum  of  care  for  impaired  elderly. 

In  general,  at  Medicare  Plus  II,  S/HMO  case  management  was  a  fairly 
insular  unit  functioning  with  reasonable,  although  not  strong,  coor- 
dination within  the  larger  Kaiser  system.  At  Elderplan,  there  was  little 
evidence  of  an  integrated  service  system.  It  appeared  that  the  S/HMO 
could  have  benefited  from  stronger  ties  and  coordination  between  the 
medical/hospital  service  components  and  the  case  management  component 
responsible  for  long  term  care.  By  contrast,  Seniors  Plus  appeared  to 
have  effectively  integrated  the  S/HMD  case  management  department  with 
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two  strong  preexisting  service  providers  —  Group  Health  Incorporated  and 
Ebenezer  Society.  In  the  SCAN  Health  Plan,  a  large  number  of  health  care 
providers  were  potentially  involved  in  a  member  plan  of  care;  each  type 
of  health  care  was  provided  by  a  different  contracted  vendor.  The  case 
management  staff  faced  a  tremendous  challenge  as  they  attempted  to 
coordinate  this  diverse  group  of  service  providers  into  a  comprehensive 
continuum  of  care  for  the  impaired  S/HMD*:members. 

Two  distinct  patterns  have  emerged  in  the  S/HMOs  with  potentially 
important  implications  for  case  management  and  other  client  and  cost 
outcomes  related  to  the  S/HMD  chronic  care  services  benefits: 

The  target  population  and  eligibility  criteria  for  chronic  care 
services  differed.  Two  sites  restricted  access  to  chronic  care 
services  to  members  who  were  highly  impaired.  One  of  the  sites  was 
affiliated  with  an  existing  HMD;  the  other  site  was  a  newly  created 
HMO. 

The  other  two  sites  elected  to  expand  eligibility  criteria  and 
provide  chronic  care  services  to  highly  impaired  as  well  as 
moderately  impaired  members,  in  order  to  test  the  impact  of 
preventive  care.  One  of  these  sites  was  affiliated  with  an  existing 
HMO;  the  other  site  was  a  newly  created  HMO. 

The  roles  of  the  case  managers  were  influenced  by  the  organi- 
zational structure.  The  two  sites  affiliated  with  existing  HMOs 
chose  to  leave  primary  responsibility  and  control  over  acute  care 
utilization  with  existing  HMO  health  professionals.  The  two  sites 
with  newly  formed  HMOs  attempted  to  gain  control  over  acute  care 
utilization  by  assigning  part  of  the  utilization  review  and 
discharge  planning  responsibilities  to  the  case  management  component 
of  the  S/HMO. 
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ATTACHMENT  A 

CASE  MANAGEMENT  LINKAGES  WITH  THE  S/HMO  DELIVERY  SYSTEM 

One  of  the  raj  or  goals  of  the  S/HMO  demonstration  was  to  create  a  truly 
integrated  service  system  for  the  elderly.  The  challenge  in  organizing  the 
S/HMO  service  delivery  system  was  to  find  a  workable  balance  between  the  need 
for  autonomy  on  the  part  of  the  various  service  providers  and  professionals 
and  the  need  for  better  coordination  where  services  were  interdependent.  In 
same  instances,  this  could  require  redefining  traditional  roles.  This 
attachment  describes  the  strengths  and  the  weaknesses  of  the  linkages 
developed  between  the  case  management  component  of  the  S/HMOs  and  the  larger 
S/HMO  health  care  delivery  systems  at  the  end  of  the  second  year  of  the 
demonstration . 

MARKETING  AND  FINANCE  DEPARTMENTS 

Each  site  had  marketing  and  finance  departments,  but  the  case  management 
department  had  very  little  involvement  with  these  two  components  of  the 
system.  There  were  three  exceptions.  At  Elderplan,  case  managers  were 
responsible  for  collecting  chronic  care  copayments;  at  SCAN  Health  Plan,  the 
case  management  director  worked  closely  with  the  finance  department, 
establishing  rates  and  developing  contracts  for  the  chronic  care  vendors.  The 
director  and  several  case  managers  at  SHP  also  continued  to  remain  active  with 
marketing,  making  frequent  presentations  about  the  S/HMO.  In  the  early  months 
of  the  demonstration,  case  managers  at  all  sites  were  actively  involved  in 
marketing  the  S/HMO. 

MEDICAL  DIRECTOR 

Each  of  the  sites  had  a  S/HMO  medical  director  or  advisor,  but  generally 
the  amount  of  time  allocated  for  the  director  (half-time  or  less)  precluded 
substantial  involvement  with  the  case  management  department.  At  Medicare  Plus 
II,  the  demonstration  had  a  medical  consultant  who  was  a  Kaiser  internist.  In 
addition,  during  year  two,  a  geriatrician  internist  served  as  a  clinical 
consultant  to  the  S/HMO  project.  The  internist  attended  case  management 
meetings  and  served  as  a  liaison  with  the  other  physicians.   (This  internist 
left  Kaiser  in  the  fall  of  1986  and  the  position  had  not  been  refilled  at  the 
end  of  year  two.) 

Elderplan  contracted  for  a  medical  director  through  its  physician  group, 
Geriatric  Medicine  Associates  (GMA) .  At  the  end  of  the  second  year  of  the 
demonstration,  the  medical  director  was  full-time.  The  case  management 
department  did  not  work  closely  with  the  medical  director,  although  same 
coordination  usually  occurred  when  a  "S/HMO  member  was  referred  for  chronic 
care  services. 

At  Seniors  Plus,  the  medical  director  was  a  geriatrician  who  was  no 
longer  with  Group  Health,  but  remained  with  Seniors  Plus  as  a  consultant  (.10 
FTE) .  Although  his  time  was  limited,  the  case  management  department  viewed 
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him  as  a  valuable  resource.  He  frequently  attended  case  conferences  and 
advised  on  the  medical  treatment  and  management  for  clients  receiving  chronic 
care  benefits.  Second,  the  medical  director  served  as  a  liaison  between  the 
case  managers,  primary  care  physicians,  and  medical  specialists,  if  the  case 
managers  had  problems  or  questions  related  to  the  medical  management  of  a 
client. 

At  SCAN  Health  Plan,  at  the  end  of  year  two,  there  was  a  half-time 
medical  director  from  the  contracted  physicians  group.  His  primary  role  was 
to  perform  hospital  utilization  and  quality  assurance  reviews.  Although  the 
medical  director  was  not  extensively  involved  with  the  case  management 
department,  he  attended  case  conferences  and  provided  direct  feedback  and 
medical  advice  about  individual  clients. 

PRIMARY  CARE  PHYSICIANS 

At  Medicare  Plus  H,  there  were  approximately  350  different  physicians  in 
the  medical  group.  There  was  little  direct  involvement  between  the  primary 
care  physicians  and  the  case  managers.  The  S/HMO  case  managers  tended  to 
coordinate,  when  necessary,  with  one  or  two  physicians  at  10  of  the  11 
outpatient  clinics.  As  a  general  rule,  the  S/HMO  case  managers  encouraged 
family  members  or  clients  to  take  responsibility  for  medical  care  and 
interaction  with  the  physicians. 

At  Elderplan,  primary  care  physicians  were  contracted  from  a  small  group 
of  geriatricians  who  formed  Geriatric  Medicine  Associates  (GMA)  and  only 
served  S/HMO  members.  The  group  experienced  high  physician  turnover,  and 
during  most  of  the  first  two  years  of  the  demonstration,  there  were  only  1.5 
to  2.5  FTE  physicians.  Initially,  when  enrollment  was  low,  the  physicians 
attended  case  management  conferences,  but  that  practice  was  abandoned  as 
membership  grew.  There  was  only  limited  involvement  between  the  case  managers 
and  the  primary  care  physicians.  Coordination  occurred  primarily  through  the 
nurse  coordinator  at  the  GMA  office  who  arranged  appointments  for  impaired 
S/HMO  clients. 

At  Seniors  Plus,  there  appeared  to  be  closer  coordination  among  the  case 
managers  and  the  primary  care  physicians  than  at  the  other  sites.  In  part, 
this  may  be  explained  by  the  way  Group  Health  staffed  its  outpatient  clinics. 
At  each  of  the  14  Group  Health  clinics,  there  tended  to  be  one  or  two 
physicians  who  were  geriatricians  or  interested  in  geriatric  care,  and  they 
were  the  physicians  with  whom  the  case  managers  worked.  The  case  managers 
took  referrals  from  the  physicians  and  also  called  the  physicians  when  medical 
questions  arose.  On  request,  the  primary  care  physicians  also  attended  the 
case  management  conferences. 

At  SCAN  Health  Plan,  primary  care  physicians  were  contracted  from  an  IPA 
medical  group,  the  Physician  Group  of  long  Beach  (PGLB) .  Many  of  these 
physicians  were  not  strongly  committed  to  the  S/HMO,  and  there  were  a  number 
of  resultant  problems.  There  was  not  a  strong  link  between  the  case 
management  department  and  the  physician  group.  The  S/HMO  medical  director  was 
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the  principal  link  between  the  case  management  department  and  the  primary  care 
physicians.  However,  case  managers  did  have  phone  consultations  with 
individual  physicians. 

MEDICAL  SPECIALISTS 

At  all  of  the  sites,  the  case  managers  had  only  limited  involvement  with 
the  medical  specialists.  At  the  two  sites  affiliated  with  existing  HMOs 
(Medicare  Plus  II  and  Seniors  Plus) ,  the  medical  specialists  were  part  of  the 
larger  HMO.  In  general,  case  managers  had  little  involvement  with  the 
specialists,  but  communicated  as  needed.  Elderplan  contracted  with  a  number  of 
independent  medical  specialists.  It  was  the  responsibility  of  the  GMA  primary 
care  physicians  to  coordinate  with  the  medical  specialists.  The  case  managers 
of  SCAN  Health  Plan  had  little  contact  with  the  medical  specialists; 
coordination  was  handled  through  the  SHP  medical  director. 

ACUTE  HOSPITAL  SERVICES 

At  Medicare  Plus  II,  Kaiser  primary  care  physicians  and  medical 
specialists  admitted  S/HMO  clients  to  one  of  two  Kaiser-owned  hospitals  in  the 
catchment  area.  Kaiser  staff  performed  all  utilization  review  and  discharge 
planning  functions  for  hospitalized  S/HMO  clients.  Clients  potentially 
eligible  for  chronic  care  services  were  referred  to  the  S/HMO  case  managers 
for  an  assessment  and  determination  of  eligibility  for  expanded  benefits.  In 
general,  no  problems  were  reported,  but  there  was  also  no  evidence  of  any 
special  coordination  efforts  between  Kaiser  acute  hospital  staff  and  the  S/HMO 
case  managers.  Essentially,  the  hospital  staff  treated  S/HMO  members  like  any 
other  Kaiser  member. 

At  Elderplan,  hospital  services  were  provided  in  three  contracted 
community  hospitals.  One  S/HMO  case  manager  was  responsible  for  all  hospital 
utilization  review  and  discharge  planning  functions  for  S/HMO  clients.  These 
arrangements  worked  well  in  one  facility,  but  created  "turf"  problems  at  the 
one  hospital  most  S/HMO  clients  preferred. 

The  case  manager  had  to  coordinate  with  a  number  of  independent 
contracted  medical  specialists  at  the  principal  hospital,  because  the  S/HMO 
primary  care  physicians  did  not  have  admitting  privileges.  Since  there  were 
no  financial  incentives  for  the  medical  specialists  to  promote  early 
discharge,  the  S/HMO  case  manager  reported  being  unable  to  reduce  hospital 
lengths  of  stay.  At  best,  the  S/HMO  case  manager  role  in  the  principal 
hospital  was  "tolerated."  In  the  other  two  hospitals  (which  were  not  highly 
utilized  by  S/HMO  members) ,  no  problems  were  reported  with  the  roles  or 
relationships  between  the  hospital  staff  and  the  S/HMO  case  manager. 

At  Seniors  Plus,  the  majority  of  S/HMO  clients  received  hospital  care  in 
two  contracted  facilities.  Utilization  review  and  discharge  planning  for 
hospitalized  S/HMO  clients  was  not  a  case  manager  responsibility.  These 
functions  were  performed  by  the  Group  Health  continuing  care  department 
responsible  for  hospital  discharge  planning  and  short-term  post-acute  care  for 
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all  GHI  members.  This  department  worked  closely  with  the  case  managers  and 
turned  the  case  over  to  S/HMD  case  management  when  long-term  chronic  care 
services  were  needed.  Unlike  Medicare  Plus  II,  where  there  seemed  to  be  a 
general  unawareness  of  the  S/HMD  and  its  potential  benefits  for  plan  members, 
the  Seniors  Plus  GHI  continuing  care  unit  was  knowledgable  about  the  S/HMD  and 
viewed  it  as  a  valuable  insurance  benefit  for  its  members. 

At  SCAN  Health  Plan,  acute  hospital  care  for  S/HMD  clients  was  contracted 
from  St.  Mary  Medical  Center.  Hospital  utilization  review  was  performed  by 
the  SHP  medical  director.  Discharge  planning  for  all  unplanned  admissions 
was  the  responsibility  of  the  St.  Mary  discharge  planners,  who  notified  case 
managers  if  the  client  needed  long  term  care  services.  Discharge  planning  for 
all  planned  hospital  admissions  was  the  responsibility  of  one  SHP  case 
manager. 

As  mentioned  above,  there  were  a  variety  of  problems  related  to  hospital 
utilization  and  discharge  planning.  At  the  end  of  the  second  year  of  the 
demonstration,  S/HMD  medical  directors  and  designated  case  managers  for 
planned  hospital  admissions  were  attempting  to  reduce  hospital  lengths  of 
stay.  On  the  other  hand,  the  S/HMD  staff  had  no  authority  to  deny  payment  for 
unnecessary  hospital  days;  consequently,  their  efforts  had  little  or  no  impact 
on  utilization.  At  the  end  of  the  second  year  of  the  demonstration, 
coordination  of  the  contracted  primary  care  physicians  and  specialists,  the 
S/HMD  case  managers,  and  the  hospital  discharge  planners  was  reportedly 
improving  somewhat,  but  there  were  still  a  number  of  unresolved  issues. 

NURSING  HOME  SERVICES 

Medicare  Plus  II,  like  the  larger  Kaiser  HMD,  used  outside  SNFs  and  ICFs 
for  nursing  home  care.  Kaiser  was  expecting  to  develop  formal  care  contracts 
with  long  term  care  vendors  in  late  1987,  but  for  the  first  two  years  of  the 
demonstration,  the  S/HMD  paid  a  nursing  home  its  usual  per  diem  rate  for 
SNF/ICF  care.  The  case  managers  primarily  used  six  dually  licensed  SNF/ICF 
facilities  as  vendors  for  nursing  home  care.  Although  the  S/HMD  case  managers 
made  arrangements  for  the  nursing  home  placements,  responsibility  for 
monitoring  the  quality  of  care  and  discharge  planning  rested  with  the  Kaiser 
SNF  review  coordinator.  The  Kaiser  SNF  coordinator  in  turn  coordinated  with 
the  S/HMD  case  manager  when  the  member  was  eligible  for  chronic  care  benefits. 
The  case  managers  were  not  satisfied  with  the  quality  of  care  in  several  of 
the  homes.  Further,  it  was  reported  that  many  of  the  homes  provided  and 
billed  for  services  without  obtaining  prior  authorization  from  a  S/HMD  case 
manager. 

At  Elderplan,  SNF  and  HRF  care  were  provided  in  two  facilities  owned  and 
operated  by  MJGC,  the  S/HMD  sponsor.  One  S/HMD  case  manager  performed  all 
nursing  home  utilization  review  and  discharge  planning  for  S/HMD  clients 
placed  in  nursing  homes.  These  arrangements  were  reportedly  working  well. 

At  Seniors  Plus,  the  partnership  agreement  specified  that  Ebenezer 
Society  would  be  responsible  for  nursing  home  services.  In  addition  to 
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Ebenezer,  which  provided  the  majority  of  care  for  S/HMO  clients  in  its  four 
facilities,  any  nursing  home  in  the  community  could  also  be  used  under  a 
contractual  arrangement  with  Ebenezer.  All  nursing  home  utilization  review 
and  discharge  planning  for  S/HMD  clients  was  the  responsibility  of  the  Group 
Health  geriatric  nurse  practitioner,  who  worked  closely  with  the  S/HMD 
managers. 

At  SCAN  Health  Plan,  nursing  home  services  were  provided  to  S/HMD  clients 
at  St.  Mary  in  specially  designated  beds  or  at  another  nursing  home  under 
contract  to  St.  Mary.  One  S/HMD  case  manager  was  responsible  for  all  nursing 
home  utilization  review  and  discharge  planning.  No  problems  were  reported 
with  these  working  relationships. 

COMMUNITY-BASED  AND  IN-HOME  SERVICES 

At  Medicare  Plus  II,  the  majority  of  in-home  services  for  S/HMO  members 
were  provided  by  Kaiser's  own  certified  home-health  agency  —  which  also 
operated  its  own  hospice  program  and  chronic  care  program.  If  a  S/HMD  member 
qualified  for  home  care  under  traditional  Medicare  regulations,  the  S/HMD  case 
managers  were  not  involved  in  the  care  plan  or  monitoring.  If  services  were 
to  be  covered  under  the  chronic  care  benefit,  the  person  was  transferred  to  a 
S/HMO  case  manager  for  follow-up.  The  S/HMD  also  used  two  outside  home-health 
agencies,  primarily  when  seven  day  a  week  or  night  coverage  was  needed.  Two 
adult  day  care  programs  in  the  community  were  used  was  needed.  The  S/HMD  did 
not  have  formal  contracts  with  these  community  agencies,  but  no  access  or 
quality  of  care  problems  were  reported.  The  S/HMO  case  managers  were 
responsible  for  finding  an  available  vendor,  authorizing  the  level  of 
services,  and  terminating  the  services  when  appropriate. 

At  Elderplan,  in-home  services  were  provided  under  a  contract  with  the 
parent  agency,  MJGC,  which  operated  a  certified  home-health  agency. 
Additional  homemaker,  housekeeper  and  personal  care  services  were  contracted 
with  six  vendors.  Medical  day  care  was  also  provided  by  a  MJGC  unit. 
Home-delivered  meals,  social  day  care,  and  medical  transportation  were 
provided  under  contractual  arrangements  with  community  agencies.  The  S/HMO 
case  managers  were  responsible  for  authorizing,  monitoring,  and  when 
appropriate,  terminating  all  the  community-based  and  in-home  services 
available  under  the  chronic  benefit.  No  problems  were  reported  with  the 
vendor  agencies  or  the  quality  of  services. 

At  Seniors  Plus,  community  services  were  provided  to  clients 
primarily  through  the  sponsoring  agency,  Ebenezer  Society,  including  a 
comprehensive  range  of  home-health  services,  adult  day  care,  respite  care  and 
a  senior  companion  program.  Ebenezer  also  made  arrangements  for  additional 
home-care  services  with  two  community  vendors.  Medical  transportation  was 
contracted  through  several  cab  companies.  The  case  managers  were  responsible 
for  authorizing,  monitoring,  and  terminating,  if  appropriate,  all  chronic  care 
services.  The  working  relationships  between  S/HMO  case  managers  and  Ebenezer 
were  strong  and  positive.  Ebenezer  had  established  procedures  for  monitoring 
the  quality  of  their  services,  and  no  problems  were  reported  with  the  other 
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outside  vendors. 

At  SCAN  Health  Plan,  long-term  care  (immunity-based  and  in-home  services 
were  all  provided  under  contract  with  outside  vendors.  There  were  over  40 
vendor  agencies,  each  with  a  prenegotiated  fee.  SCAN  had  previously  worked 
with  many  of  these  agencies  on  other  long  term  care  projects.  Vendors  were 
responsible  for  monitoring  their  own  quality  of  care.  However,  the  director 
of  case  management  met  with  active  vendors  every  six  months  to  discuss  any 
problems  or  issues.  No  particular  problems  were  reported  with  the  vendors. 
The  case  managers  were  responsible  for  contacting  individual  vendors, 
arranging  for  the  services,  and  monitoring  the  chronic  care  budget. 
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